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Editorial Comment 


We enter this new peace year under a cloud 
The of public disillusionment and disappointment— 
New an almost inevitable part of war’s aftermath. 
Year Even to call it a peace year requires an apology, 

because there is fighting in China and in Java, 
and there are disturbances in a dozen other quarters, all re- 
flecting the attempt of one faction or another to gain as 
much as possible from the unsettlement of wartime, before 
the next era of stability is reached. These troubles them- 
selves have served to remind us that Hitler and Pearl Har- 
bor are not the only motive causes of wars. Offsetting this 
world unrest we see UNRRA operating as a temporary pal- 
liative against outright destitution, UNO started on paper 
with world government as its ultimate aim, and vast cred- 
its proposed by the United States and Canada for the pur- 
pose of assisting the devastated countries to get back on 
their feet. 

Meanwhile, against this background of international af- 
fairs, our own postwar problems have come upon us over- 
night. The transitional period laid out by the Reconstruc- 
tion Department’s “white paper” expired at birth. While 
we still have an enormous public deficit we at the same 
time have an unemployment condition, which nullifies any 
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plan for pulling public works off a shelf and incurring gov- 
ernmental deficits for the purpose of tiding over a tempor- 
ary depression. 


The most striking contrast, at the moment, is between 
the United States and Canada. Compared with Canada, our 
big neighbour has had relatively little regard for price sta- 
bility. This same latitude has afforded considerable incen- 
tive to the money makers among both the workers and the 
capitalists, and the way in which merchandise shelves are 
being replenished is little short of amazing. We in Canada 
have placed faith in what we fondly hope is an orderly re- 
treat from control, but in so doing we may be thinking too 
much of the order and too little of the immediate problem, 
which is not transitional, but rather the urgent need of a 
rapid expansion in industrial production. Further to this, 
the United States has declared itself unequivocally for pri- 
vate enterprise, while in Canada there is a school of thought 
which holds that, if private enterprise won’t do it, then the 
government will, with the inevitable result that through 
onerous taxation and regulations private enterprise is pre- 
vented from doing it, and we are being hurled into the situa- 
tion where only public enterprise, through its immunity 
from taxation and from many public regulations, can sur- 
vive. 


One tax problem which simply will not down 


Tax is that of exemption of public enterprises. 
Exempt When we had a corporation income tax of 
Enter prise 10 per cent or 15 per cent, and personal in- 


come taxes were correspondingly low, there 
was nothing fatal in the competition of a tax free govern- 
mental concern. But with taxes at their present level, and 
apparently scheduled for near that level in the future, the 
competitive balance becomes so absurd that the private en- 
terprise can not survive. The state enterprise avails itself 
of the public credit but makes the taxpayers take the risk, 
and no private enterpriser can afford to invest at 3 per 
cent or 4 per cent with risk attached. This means that 
where the government moves in, private enterprise has 
to move out, and as this process of government intrusion 
proceeds, the tax base narrows, and the incidence of taxa- 
tion becomes increasingly intense. The railway and electric 
power fields, in which over half of Canadian operations are 
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now publicly owned, are striking illustrations of this trend 
in Canadian life, which help to explain why our taxes re- 
main so high. 


The co-operatives, recently reported on by 
Taxation of a Canadian commission, are only a small 
Co-operatives part of the structure of business which 

escapes the impact of taxation. The com- 
mission’s findings, as reported to date of writing, suggest 
that any enterprise can find a tax loophole by converting 
to co-operative form and arriving at a patronage in place 
of an investor’s dividend, and this looks like a wholly im- 
practicable type of compromise, since it means an open in- 
vitation to those who meet co-operative competition, to 
adapt their ways to those of the co-operatives, while others 
are not obliged to bother until they in turn are faced with 
the same problem. Lest we think that co-operative com- 
petition is peculiar to Canada, a reference to the United 
States will be of interest. The Treasury Department at 
Washington has estimates of the gross income or receipts 
of tax exempt organizations, as follows: 


Farmers’ co-operatives, etc. .......... $2,234,000,000 
Literary, scientific, educational, etc. .... 828,000,000 
Mutual savings banks ................ 445,000,000 
er 390,000,000 
Building and loan associations ........ 281,000,000 
Civic leagues, social welfare, etc. ...... 190,000,000 

Business leagues, chambers of 
ee ee ee ere 185,000,000 
I 6 Go gS al hiya lta he i tes 144,000,000 
ME Gree eer Ouuis bGusecusnce nyu 313,000,000 
cde es Dee eae eReeon $5,010,000,000 


This puts the co-operatives in a reasonable perspective of 
less than half the tax exemptions, without regard for out- 
right state ownership which, in Canada, by reason of our 
addiction to the Canadian National Railways, the hydro 
electric power commissions of Ontario and Quebec, the pro- 
vincial telephone systems in the west, and the multitude of 
municipally-owned street railway, gas, electric and other 
utilities, are far in excess of the volume represented by 
the co-operatives. A Canadian economist has estimated 
that the income tax lost, by reason of the public ownership 
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of a few outstanding enterprises, is $125,000,000, which is 
more than is collected from taxpayers with incomes up to 
$1,500. Our problem in Canada, therefore, is not so much 
one of co-operatives as one of public ownership, and until 
we settle the question of why a privately-owned power com- 
pany should pay income tax, while a publicly-owned com- 
pany pays no income tax, there is no use in reducing the 
problem of co-operative competition to a fine point, and no 
chance of settling the broad question of the impact of the 
income tax on enterprise as a whole. 


While this major tax problem faces the 
The Senate country, the Senate committee on the income 
Tax Inquiry and the excess profits taxes, which was as- 

signed the special task of studying adminis- 
tration, has allowed itself to be bombarded with briefs on 
the broader economic aspects of income taxation. The com- 
mittee has no power to report on anything except admin- 
istration, and the wording of the statutes in reference 
thereto. This was clearly emphasized at its opening ses- 
sion, where The Dominion Association of Chartered Ac- 
countants was represented and the editor of THE CANADIAN 
CHARTERED ACCOUNTANT was present. The lengthy evidence 
of Mr. Fraser Elliott, which occupied several days in De- 
cember, was entirely concerned with administration. Yet 
immediately the hearings were opened to others, the com- 
mittee heard arguments on rates, exemptions, and other 
points relative to the weight and incidence of taxation. Un- 
less the committee can keep under control the scope of the 
evidence before it, the inquiry will become a mere sound- 
ing board for organizations to broadcast their views, and 
may lose track of the special task for which it was ap- 
pointed. 
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Export Credits Insurance 


Address by Hugh T. Aitken, C.A., chief executive officer of Export 
Credits Insurance Corporation, to the Chartered Accountants 
Students’ Society, in Montreal, on October 19, 1945. 


I AM very pleased to have this opportunity of addressing 

my fellow members of the Chartered Accountants 
Students’ Society on the subject of “Export Credits Insur- 
ance”. My good friend, Mr. Frank Coffey, says that 
chartered accountants are always expected by their clients 
to know something about everything and, accordingly, I 
hope that my remarks tonight may inform you of the basic 
principles behind this Dominion government plan to assist 
Canadian exporters. This is an entirely new field as far as 
Canada is concerned but the principle of insuring export 
sales has been followed by many countries for a number 
of years. In Great Britain, for example, they have the 
Export Credits Guarantee Department which functions 
under the Board of Trade, and has operated successfully 
for the past 26 years, having been formed immediately after 
the first world war. 


Experience in U.K. 

During the first 11 years of their operation their scope 
was rather limited and in 1930 they had a net deficit of 
approximately £100,000. However, during the 30’s and im- 
mediately prior to the war they greatly increased the scope 
of their operations and just before the war they had a 
surplus on their books in excess of £4,000,000. During the 
war years they paid out losses to exporters who had out- 
standing accounts in countries over-run by the Nazis — 
Poland, France, Holland, Belgium, Norway, etc.—and then 
they suffered losses in the far east due to the depredations 
of the Japs—they paid out during the war years more than 
£4,500,000. However, according to their latest published 
reports, they now have a surplus in excess of £1,500,000. 
During the peak year of their operations they insured as 
much as 16% of Great Britain’s total export trade, so that 
you can see what a boon export credits insurance has been 
to British exporters. Think of the many firms which would 
otherwise have gone bankrupt had they not had an export 
credits guarantee department policy to fall back on. 
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Increase Canada’s Exports 

While the main function of the Export Credits Insur- 
ance Corporation is to insure Canadian exporters against 
the risks of loss involved in foreign trade, the fundamental 
purpose for which we were set up is to promote the revival 
of Canada’s export trade. Before the war, during the peak 
year of Canadian exports, we shipped about $1,100,000 
abroad. In April of this year, the government brought out 
a white paper entitled “Employment and Income” in which 
it was stated that Canada, in order to keep up her present 
standard of living, make full use of her resources and manu- 
facturing facilities, and maintain a high level of employ- 
ment, will have to export at least $1,750,000 which is an 
increase of approximately 60% in dollar volume but is really 
only an increase of about 15% in the quantity of exports. 
The Canadian government, realizing the vital necessity of 
increasing Canada’s export trade, concluded that one of the 
best ways to assist Canadian exporters and to encourage 
new Canadian manufacturers and traders to enter the 
export field would be to offer them export credits insurance, 
and accordingly the latter part of last year The Export 
Credits Insurance Act was passed. This act is in two parts, 
part I of which provides for the setting up of the corpora- 
tion, and part II authorizes the Minister of Finance to make 
loans to and guarantee the obligations of foreign govern- 
ments for the purpose of assisting them to buy Canadian- 
produced goods during the period of conversion from war 
to peace. Loans have already been made to Czechoslovakia 
and Holland under part II of the act and I understand, that 
loans to other governments are at present under negotia- 
tion. 

This development of a government sponsored and 
financed insurance corporation does not represent any in- 
trusion of government into the business field. It simply 
represents the provision by the government of a service 
which cannot be provided by private enterprise and is a 
recognition that, particularly in the case of difficulties in the 
transfer of the proceeds of export sales, there is no other 
means by which an exporter can cover his risks or indeed 
assess the risk from information which is available to him. 


Export credits insurance is intended to remove the main 
risks involved in export trade from the shoulders of Can- 
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adian exporters, but it is not intended to subsidize them. 
Canadian exporters will still have to compete in the export 
markets of the world on the basis of quality, price, credit 
terms, service and other similar factors. This Canadian 
government plan to assist exporters will place them in a 
position of competitive equality with the exporters of other 
countries who are offered similar insurance. 


The main risks of loss that the corporation insures 
against are, (a) the insolvency of the foreign buyer, (b) 
protracted default in payment on his part, (c) blockage of 
funds or transfer difficulties which prevent the Canadian 
exporter receiving payment for his goods. 

The corporation will insure two main classes of business. 
It is expected that our principal interest will be that of 
insuring general commodities or consumer goods sold on 
short credit terms up to a maximum of six months. We will 
also insure capital goods, which are generally classed as 
goods sold on medium credit terms with payments ranging 
over a period of from, say, six months to three years. 


Two Types of Policies 

There will be two types of policies issued to cover goods 
sold on short credit terms—one designated as the contracts 
policy and the other as the shipments policy. The contracts 
policy will cover an exporter from receipt of the order until 
payment is made, whereas the shipments policy will cover 
him from date of shipment only. The shipments policy is 
designed to meet the requirements of an exporter who does 
not wish to cover the risks of loss prior to shipment. 
Whether an exporter takes out one policy or the other will 
depend upon his type of business and whether he would 
suffer loss prior to date of shipment. If the foreign buyer 
became insolvent or if anything else took place which would 
prevent the completion of the contract, in the case of an 
exporter who was manufacturing goods to particular speci- 
fications (and goods which he could not dispose of easily 
elsewhere if his foreign buyer were unable to take delivery), 
that exporter would want a contracts policy. An exporter 
who sells goods from stock, or whose goods are not manu- 
factured to foreign buyers’ specifications and stamped with 
their names, etc., would normally require a shipments 
policy, which covers him from date of shipment only. 

Generally speaking, either policy will cover the exporter 
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against any loss in export trade which is suffered through 
no fault of his own and which is not normally insured with 
commercial insurers. As I remarked before, the main risks 
covered are the insolvency of the foreign buyer, protracted 
default in payment on his part, or his inability to secure 
and transfer to Canada at due date of payment the currency 
in which the goods are sold. 
Co-Insurance 

One of the basic principles behind the policies is that of 
co-insurance. The corporation will pay up to 85% of the 
amount of any loss incurred by an exporter and the exporter 
thus bears 15% of the amount of any loss he suffers. In 
this way the exporter retains an interest in the account and 
a restriction is placed on the indiscriminate or possible 
reckless extension of credit. Any recoveries made after 
payment of a loss are split 85% to the corporation and 15% 
to the exporter so that the final net loss is borne in the same 
proportions, i.e., 85% by the corporation and 15% by the 
exporter. The corporation expects exporters to continue 
their business on the same sound commercial lines that they 
would even if they did not have an export credits insurance 
policy. The advantage to be derived, therefore, by the 
exporter is that the major portion by far of the risk is re- 
moved from his shoulders and he is thus encouraged to 
expand his foreign trade, but should not relax; in any way 
the care with which he selects his foreign buyers and main- 
tains a close scrutiny of his accounts. 

At this point it might be well to mention that the 
corporation does not attempt to replace the credit manager 
of any concern, but rather that the corporation endeavours 
to widen the efficient credit work and the education of busi- 
ness men to the importance of building up well-equipped 
credit departments. Export credits insurance is not intended 
to make the exporter careless in granting credit, or indiffer- 
ent to the importance of employing a thoroughly trained 
credit executive. Not every business enterprise, of course, 
is large enough to justify the maintenance of an organized 
credit department, but every business must have some one 
whose duty it is to decide upon the financial and moral 
standing of the applicant for credit. The function of export 
credits insurance is to protect against the unexpected and 
unpreventable accidental loss incurred in spite of every 
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precaution taken by the policy holder. No precautions can 
prevent the occurrence of each and every contingency which 
may arise. Death, business depression, calamities and 
many other casualities are beyond the power of credit men 
to foresee to any degree of certainty, but they all contribute 
to the inability of the debtor to discharge his obligations. 
The corporation will accept risks in all countries where 
the buyer can pay for the goods in a currency which meets 


Foreign Exchange Control Board regulations. One of the — 


pre-requisites for transfer insurance coverage is that at 
the time of accepting the order or at the time of shipment, 
depending upon whether the exporter has a contracts or a 
shipments policy, the exporter must be of the opinion, sub- 
stantiated by information received from reliable sources, 
such as his bankers, etc., that the buyer will be able to 
obtain at due date of payment the currency in which the 
goods are sold. While the branch bank may not have the 
necessary information at their fingertips, they can always 
obtain it from their head office. The banks are also thor- 
oughly conversant with foreign exchange control board 
regulations and in fact act as administrators under the 
F.E.C.B. This transfer insurance is to protect the exporter 
against any unforeseen changes in transfer difficulties which 
arise subsequent to the acceptance of the order or the 
making of the shipment, but does not cover fluctuations in 
exchange. 

If the exporter has a shipments policy and has been told 
by his bank that there are no restrictions in force in the 


country of destination in connection with the transfer of — 


foreign funds, and then before due date of payment the 
foreign country puts through some law or order, or decree 
or regulation which prevents the transfer of the currency 
in which the goods are sold to the Canadian exporter, then 
the corporation will pay the exporter its share of the loss. 

Now, as far as the influence that the corporation may 
have on increasing exports from Canada—let us take for 
example the company which feels that its capitalization will 
permit it to bear a risk of say $10,000 outstanding accounts 
receivable at any one time in foreign countries. If this com- 
pany takes out an export credits insurance policy they are 
then covered up to 85% of that $10,000 and thus are bear- 
ing a risk of only $1,500. Consequently, as far as risk is 
concerned, they can afford to multiply their exports 6 times 
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and increase their outstanding foreign accounts receivable 
to $60,000 and still, as far as they are concerned, be bearing 
a risk of only 15% of that amount or $9,000, which is less 
than they were risking when they were selling only 1/6 as 
much. 

The corporation wishes to interfere as little as possible 
with the normal business of an exporter and accordingly in 
each policy sets a maximum credit limit applicable to any 
one buyer below which amount the exporter may extend 
credit without reference to the corporation, always provided 
one of two things—either: 

(1) That he has extended credit up to a similar amount 
to that buyer during the two years preceding the date of the 
policy, or, if he has not previously sold to the particular 
buyer, or if he wants to grant credit in excess of an amount 
previously granted. 

(2) That he obtains up-to-date credit information from 
two independent reliable sources which would justify the 
granting of such credit. The granting of this credit without 
reference to the corporation must, however, always be below 
the maximum amount set out in the policy. If the exporter 
wishes to extend credit to an amount greater than that set 
out in the policy, he then applies to the corporation and 
obtains their specific approval. 

Premiums 

And now we come to the question of premium rates in 
which I am sure you are all most interested. It is impossible 
for me to indicate even generally what the applicable rate 
might be for any particular exporter. Each exporter has 
his own markets, terms, problems and difficulties, and we 
must take all these aspects into account in fixing the 
premium rate. The premiums are based on the class or 
type of goods sold, the countries to which they are shipped, 
the credit terms involved, and any other relevant factors. 
Until the application, which sets out all the information on 
which the corporation bases the premium rate, is received, 
it is impossible for us even to indicate in a general way what 
the premium might be. Incidentally, the corporation is to 
be self-sustaining, that is, it must charge premiums which 
will be in its opinion sufficient to cover probable losses, but 
it is not out to make a profit and neither is it intended to 
subsidize export trade. The procedure is that the exporter 
makes application to the corporation setting out all the in- 
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formation which the corporation requires and the corpora- 
tion then sends a letter of quotation to the exporter giving 
the premium rates per country under which the corporation 
would be prepared to insure his export sales. Upon accept- 
ance by the exporter of the letter of quotation, together 
with a deposit premium which is calculated at approximate- 
ly 10% of the estimated premium for the year, the policy 
will then be issued and becomes effective. 
Must Insure All Exports 

In order to obtain export credits insurance coverage, an 
exporter will be required as a general rule to insure his ex- 
ports to all countries, excluding sales made against ir- 
revocable letters of credit. However, an exporter may ex- 
clude the U.S.A. from his policy and still be eligible for 
insurance coverage since it is possible for exporters to 
obtain such coverage from commercial insurers and, as I 
remarked before, this service offered by the Dominion gov- 
ernment does not represent any intrusion of government 
into the business field. However, if an exporter wishes to 
include sales to the U.S.A. along with his other export sales, 
we are of course willing to include that country in the 
policy. The principle of insurance is based on an adequate 
spread of risk and if, for example, an exporter wishes to 
insure a particular shipment to say Brazil, then all ship- 
ments to Brazil, excluding shipments made against irrevoc- 
able letters of credit, must be covered by the policy. Similar- 
ly, if an exporter wishes to insure shipments to Brazil, then 
all countries to which he ships must be included in the 
policy. If an exporter particularly desires to exclude from 
the policy one of the countries to which he is exporting, then 
provided the remaining countries to which the exporter 
ships give the corporation a sufficient spread of risk, the 
corporation will permit him to exclude that country. Let 
me give you an example of the spread of risk principle in- 
volved in insurance—if I were to give anyone here an in- 
surance policy on his life—I would not be insuring him-—I 
would be betting that he would not die. But if I issued 
everybody in this room a policy, then the spread of risk 
would be sufficient so that it might correctly be said I was 
insuring and not betting. Just so, in our export credits 
insurance policies must we have a spread of risk, and 
accordingly, as a general rule, an exporter will be required 
to insure his total export sales to all countries. 
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The method of reporting contracts entered into and ship- 
ments made is very simple and reduces paper work involved 
to a minimum. On the 10th day of each calendar month, 
the exporter makes a declaration of his contracts and ship- 
ments made during the previous month and reports them 
in total by country only. He then calculates the premium 
at the rates set out in the policy and sends in his cheque 
for the premium with his declaration. It is only when a 
loss arises that the corporation is concerned with the in- 
dividual foreign buyers to whom the exporter has shipped. 

Capital Goods 

What I have said so far applies mainly to consumer 
goods but the same principles will be embodied in policies 
covering sales of capital goods sold on terms extending from 
6 months to say 3 years. In this case, as a general rule, 
the corporation will issue an individual policy covering the 
particular contract of sale. In all cases where capital goods 
are involved, it is important that exporters should approach 
the corporation at as early a stage as possible in their 
negotiations with the foreign buyer, as the corporation will 
have to consider not only the nature of the equipment being 
sold and the financial standing of the foreign purchaser, 
but also the conditions prevailing in the importing country 
at the time and the economic outlook from the long range 
point of view. 

Financing 

The possession of an export credits insurance policy 
should prove of great assistance to an exporter in arranging 
his financing, since he will then have insured one of his 
most important liquid assets and the collateral value of his 
foreign accounts receivable will be greatly enhanced. While 
the policy itself is not assignable, the corporation will agree 
to pay to any bank upon instruction from the exporter the 
proceeds due under any loss. Under the policy, however, the 
exporter must retain his interest in the insured account and 
is not permitted to take out insurance with anyone covering 
the 15% which he himself is to bear, nor can he assign any 
account except with full recourse against himself. In other 
words, the exporter must retain an insurable interest in 
each debt covered by the policy. 

The possession of an export credits insurance policy by 
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one of your clients should be of particular interest to you 
when you are assessing the adequacy of his bad debt re- 
serve. Provided your client has abided by the terms and 
conditions of the policy, 85% of all bad debt losses he 
suffers will be paid to him by the corporation, and accord- 
ingly his reserve need be only 15% of the amount he would 
normally have set up if he were not one of those far-sighted 
exporters who had availed themselves of the facilities offer- 
ed by the Export Credits Insurance Corporation. 

In conclusion, let me point out that export credits in- 
surance should be particularly welcome to Canadian export- 
ers when new markets are being explored or pre-war 
markets re-entered consequent upon the cessation of hos- 
tilities. The corporation will help an exporter mainly, (1) 
by granting insurance coverage against the principal forms 
of loss arising from overseas trade; (2) by giving advice 
and assistance, in the case of default, in obtaining re- 
coveries; and (3) by assisting him in obtaining financial 
accommodation from his bankers. 


CANADA YEAR BOOK 

HE 1945 edition of the Canada Year Book is announced 

by the Dominion Bureau of Statistics. The edition 

continues the policy of giving such space as can be spared 

to feature articles of special importance. Such articles 

give additional meaning and substance to the purely 

statistical and analytical material that constitutes the basic 
chapter material. 

Among the special articles appearing in the edition are: 
Physical Geography of the Canadian Eastern Arctic; 
Canada’s Growth in External Status and Canada’s Part 
in the Relief and Rehabilitation of the Occupied Territories ; 
Canadian Oil Production; Changes in Canadian Manufac- 
turing Production from Peace to War; International Air 
Conferences; The Wartime Role of the Steam Railways in 
Canada; Canada’s Northern Airfields; the Democratic 
Functioning of the Press; and the Activities of the War- 
time Prices and Trade Board in Controlling Prices, Rents 
and Supplies. 

In addition to the special articles, the regular chapter 
material has undergone thorough revision to reflect latest 
developments. 
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National Emergency Transitional 
Powers Bill 


Following is the text of the National Emergency Tran- 
sitional Powers Bill, as passed by the House of Commons, 
December 7, 1945. This is the bill which replaced the 
National Emergency Powers Bill which was introduced in 
October, and which was printed in our November issue. 


THHEREAS the War Measures Act provides that the Governor in 

Council may do and authorize such acts and things, and make 

from time to time such orders and regulation, as he may by 
reason of the existence of real or apprehended war deem necessary 
or advisable for the security, defence, peace, order and welfare of 
Canada; And whereas during the national emergency arising by 
reason of the war against Germany and Japan measures have been 
adopted under the War Measures Act for the military requirements 
and security of Canada and the maintenance of economic stability; 
And whereas the national emergency arising out of the war has con- 
tinued since the unconditional surrender of Germany and Japan and 
is still continuing; And whereas it is essential in the national interest 
that certain transitional powers continue to be exercisable by the 
Governor in Council during the continuation of the exceptional condi- 
tions brought about by the war and it is preferable that such transi- 
tional powers be exercised hereafter under special authority in that 
behalf conferred by parliament instead of being exercised under the 
War Measures Act; And whereas in the existing circumstances it 
may be necessary that certain acts and things done and authorized 
and certain orders and regulations made under the War Measures Act 
be continued in force and that it is essential that the Governor in 
Council be authorized to do and authorize such further acts and 
things and. make such further orders and regulations as he may deem 
necessary or advisable by reason of the emergency and for the purpose 
of the discontinuance, in an orderly manner as the emergency permits, 
of measures adopted during and by reason of the emergency: There- 
fore His Majesty, by and with the advice and consent of the Senate 
and House of Commons of Canada, enacts as follows: 


SHORT TITLE 
1. This Act may be cited as The National Emergency Transitional 
Powers Act, 1945. 


POWERS OF GOVERNOR IN COUNCIL 
2 (1) The Governor in Council may do and authorize such acts 
and things, and make from time to time such orders and regulations, 
as he may, by reason of the continued existence of the national emer- 
gency arising out of the war against Germany and Japan, deem neces- 
sary or advisable for the purpose of 
(a) providing for and maintaining the armed forces of Canada 
during the occupation of enemy territory and demobilization 
and providing for the rehabilitation of members thereof; 
(b) facilitating the readjustment of industry and commerce to the 
requirements of the community in time of peace; 
(c) maintaining, controlling and regulating supplies and services, 
prices, transportation, use and occupation of property, rentals, 
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employment, salaries and wages to ensure economic stability 
and an orderly transition to conditions of peace; 

(d@) assisting the relief of suffering and the restoration and dis- 
tribution of essential supplies and services in any part of His 
Majesty’s dominions or in foreign countries that are in grave 
distress as the result of the war; or 

(e) continuing or discontinuing in an orderly manner, as the 
emergency permits, measures adopted during and by reason of 
the war. 

(2) All orders and regulations made under this act or pursuant 
to authority created under this act have the force of law while this 
act is in force and, together with orders and regulations made under 
the War Measures Act or pursuant thereto, shall, for the purposes of 
the Interpretation Act, be deemed to be regulations. 

(3) Every order in council made under this act shall be laid before 
parliament within fifteen days after it has been made if parliament is 
then sitting, or if parliament is not then sitting, within fifteen days 
after the commencement of the next ensuing session thereof and if 
the Senate and House of Commons within the period of forty days, 
beginning with the day on which any such order in council is laid 
before parliament and excluding any time during which parliament 
is dissolved or prorogued or during which both the Senate and House 
of Commons are adjourned for more than four days, resolve that it be 
annulled, it shall cease to have effect, but without prejudice to its 
previous operations or anything duly done or suffered thereunder or 
any offence committed or any penalty or forfeiture or punishment 
incurred. 

(4) Every order in council made under this act shall be published 
forthwith in Statutory Orders and Regulations. 

3. (1) The Governor in Council may prescribe penalties by way 
of fine or by way of imprisonment for a term not exceeding five years, 
or by way of both fine and such imprisonment, that may be imposed 
for violation of orders or regulations made under this act and may 
also prescribe whether, and the circumstances in which, the said penal- 
ties shall be imposed upon summary conviction or upon indictment or 
upon either summary conviction or indictment. 

(2) Any goods, wares or merchandise dealt with contrary to any 
order or regulation made under this act may be seized and detained 
and shall be liable to forfeiture at the instance of the Minister of 
Justice, upon proceedings in the Exchequer Court of Canada, or in 
any superior court, and any such court may make rules governing the 
procedure upon any proceedings taken before such court or a judge 
thereof under this section. 

4. Without prejudice to any other power conferred by this act, 
the Governor in Council may order that the orders and regulations 
made under the War Measures Act or pursuant to authority created 
under the said act in force immediately before the day this act comes 
into force shall, while this act is in force, continue in full force and 
effect subject to amendment or revocation under this act. 


COMMENCEMENT AND DURATION 

5. This act shall come into force on the first day of January, one 
thousand nine hundred and forty-six, and on and after that day the 
war against Germany and Japan shall, for the purposes of the War 
Measures Act, be deemed no longer to exist. 

6. (1) Subject as hereinafter provided, this act shall expire on 
the thirty-first day of December, one thousand nine hundred and forty- 
six, if parliament meets during November or December, one thousand 
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nine hundred and forty-six, but if parliament does not so meet it shall 
expire on the fifteenth day after parliament first meets during the 
year one thousand nine hundred and forty-seven; provided that, if 
at any time while this act is in force, addresses are presented to the 
Governor General by the Senate and House of Commons respectively, 
praying that this act should be continued in force for a further period, 
not in any case exceeding one year, from the time at which it would 
otherwise expire and the Governor in Council so orders, this act shall 
continue in force for that further period. 

(2) Section nineteen of the Interpretation Act shall apply upon 
the expiry of this act as if this act had then been repealed. 


BOARD OF REFEREES 


The following question was asked in the Senate of 
Canada on November 9, by Senator Hardy, and replied to 
on behalf of the government by Senator Robertson: 


QUESTION : 

1. What are the names of the members of the Board of 
Referees for Excess Profits Tax? 

2. How many applications arising in the province of 
Ontario have been filed with the Board of Referees, asking 
for the settlement of a standard base, or standard profits? 

3. How many of such applications have been finally 
disposed of by the board to date or to such date as may 
be reasonably convenient? 


ANSWER: 

1. Active members:—Honourable Mr. Justice J. D. 
Hyndman, Kris A. Mapp, Esq., C.A., T. N. Kirby, Esq., 
C.A., C. A. Gray, Esq. 

Inactive members :—Honourable Mr. Justice W. H. Har- 
rison, C. P. Fell, Esq., K. W. Dalglish, Esq., C.A., Court- 
land Elliott, Esq. 

2. By Section 5 of the Excess Profits Tax Act, “the 
Minister shall direct that the standard profits be ascertained 
by the Board of Referees”. 

Ontario applications which have been filed with the 
board number 1,149. 

8. As of November 6, 1945, the board had finally dis- 
posed of 996. 
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1945 AMENDMENTS OF 
The Excess Profits Tax Act, 1940 


9 George VI, 1945 
CHAPTER 19 


An Act to amend The Excess Profits Tax Act, 1940. 
[assented to 18th December 1945] 


IS MAJESTY, by and with the advice and consent of the Senate 
and House of Commons of Canada, enacts as follows:— 


1. Paragraph (c) of subsection one of section two of The Excess 
Profits Tax Act, 1940, chapter thirty-two of the statutes of 1940, is 
repealed and the following substituted therefor:— 


“(c) ‘excess profits’ means 

(i) in the case of a corporation or joint stock company that 
has filed a consolidated return for the taxation period pursuant 
to subsection three of section thirty-five of the Income War Tar 
Act, the amount by which the consolidated profits of the tax- 
payer and its subsidiaries exceed one hundred and seventeen 
and two hundred. and forty-one one thousandths per centum of 
the standard profits of the taxpayer and its subsidiaries as deter- 
mined under section four a of this Act; 

(ii) in the case of a corporation or joint stock company 
that has not filed a consolidated return for the taxation period, 
the amount by which the profits of the taxpayer exceed one hun- 
dred and sixteen and, six hundred and sixty-six one thousandths 
per centum of the standard profits of the taxpayer; and 

(iii) in the case of a person other than a corporation or 
joint stock company, the amount by which the profits of the 
taxpayer exceed one hundred and seventeen and six hundred 


1940, c. 32; 

1940-41, c. 15; 
1942-43, c. 26; 
1943-44, ¢. 13; 
1944-46, c. 38. 
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and forty-seven one thousandths per centum of his standard 


profits.” 


2. Section three of the said Act, as enacted by section two of 
chapter twenty-six of the statutes of 1942-43 and amended by section 
one of chapter thirteen of the statutes of 1943-44 and section one of 
chapter thirty-eight of the statutes of 1944-45, is repealed and the fol- 
lowing substituted therefor:— 


“3. (1) In addition to any other tax or duty payable under any 
Act, there shall be assessed, levied and paid 

(a) a tax in accordance with the rates set out in the First Part 
of the Second Schedule to this Act upon the profits during the 
taxation period of every corporation or joint stock company 
residing or ordinarily resident in Canada or carrying on busi- 
ness in Canada, and 

(bv) a tax in accordance with the rates set out in the Second Part 
of the Second Schedule to this Act upon the excess profits of 
every person residing or ordinarily resident in Canada or car- 
rying on business in Canada: 

Provided that where a person acts in the capacity of trustee in 

a case where an oil or gas well is operated under an arrangement 
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whereby a person other than the operator has an interest in the 
proceeds of the sale of the products thereof, such proceeds shall 
nevertheless be deemed, for the purposes of this Act, to be received 
by the trustee on his own behalf and he shall be taxed in respect 
thereof under this subsection, except paragraph (0) hereof, as 
though he were a corporation; and Provided further, that where 
a person, other than a controlled company whose standard profit 
is restricted by section fifteen a of this Act, in the opinion of the 
Minister, 
(i) has commenced business after the twenty-sixth day of 
June, nineteen hundred and forty-four, or 
(ii) carried on a substantially different business to which 
subsection four of section five of this Act is applicable and uses 
therein physical assets substantially different from those he used 
in the business he previously carried on, 
the tax imposed by paragraph (0b) of this subsection is not ap- 
plicable to the profits of the first fiscal period of the new business 
or to the profits of the first fiscal period in which the said sub- 
section four becomes applicable, as the case may be, unless, in 
the case of a person who has commenced business after the twelfth 
day of October, nineteen hundred and forty-five, a person or per- 
sons who have a substantial interest in the business either by 
ownership of shares in the company that operates the business or 
by being members of the partnership that operates the business 
or otherwise, had, in the opinion of the Minister, either by owner- 
ship of shares in the company that operated the business or by 
being members of the partnership that operated the business or 
otherwise, a substantial interest in a previous business of which 
the new business is, in the opinion of the Minister, a continuation. 
(2) The aggregate of the taxes exigible under paragraph two of 
the First Part of the Second Schedule to this Act and under the Jn- 
come War Taz Act shall in no case operate to reduce the profits of a 
taxpayer below the amount to which they would be reduced by the 
aggregate of the taxes exigible under paragraph one of the said First 
Part and under the Income War Taz Act if the taxpayer’s profits, be- 
fore providing for any payment to a shareholder by way of salary, 
interest or otherwise, were 
(a) five thousand dollars; or 
(b) if the fiscal period is less than twelve months that portion of 
five thousand dollars that the number of days in the fiscal period 
is of three hundred and sixty-five days.” 


3. The said Act is further amended by inserting the following 
section immediately after section five a thereof:— 


“Ss. (1) If, after deducting the amount, if any, allowed in lieu 
of salary under paragraph (b)' of subsection two of section six of this 
Act and after adjustments, if any, have been made under paragraphs 
(b) and (c) of subsection one of section four, the standard profits 
of a taxpayer other than a controlled company whose standard profit 
is restricted by section fifteen a are an amount less than twenty-five 
thousand dollars, they shall be increased by fifty per centum of the 
difference between that amount and twenty-five thousand dollars. 

(2) Subsection one of this section is not applicable to standard 
profits that are determined by subsection one of section four a of 
this Act but is applicable in determining the standard profits referred 
to in paragraph (a) of that subsection.” 
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4. That portion of subsection one of section six of the said Act 
preceding paragraph (0b) thereof is repealed and the following sub- 
stituted therefor:— 


“6. (1) A corporation or joint stock company is entitled, in respect 
of any taxation period, to deduct from profits for the purpose of com- 
puting the tax imposed by paragraph (b) of subsection one of section 
three of this Act:—” 


5. (1) Paragraph (c) of section seven of the said Act is repealed. 


(2) The said section seven is further amended by adding the fol- 
lowing paragraph thereto: 

“(h) the profits of any corporation or joint stock company de- 
rived from the operation of any metalliferous or industrial min- 
eral mine which comes into production on or after the first day of 
January, one thousand nine hundred and forty-six. The Minister, 
having regard to the production of ore in reasonable commercial 
quantities, shall determine which mines, whether new or old, 
qualify under this paragraph and shall issue a certificate stating 
the date upon which any mine is deemed to have come into pro- 
duction. In this paragraph, ‘industrial mineral mine’ means an 
industrial mineral mine that has been certified by the Minister 
of Mines and Resources to be operating on mineral deposits other 
than bedded deposits and for this purpose ‘bedded deposits’ in- 
clude deposits of building stone.” 


The Minister may make any regulations deemed necessary for 
carrying this paragraph (h) into effect. 


6. Section seven a of the said Act is repealed. 


7. Section eleven of the said Act as enacted by section four of 
chapter thirteen of the statutes of 1943-44 is amended by deleting the 
words “five per centum per annum” wherever they appear in the 
section and substituting the words “four per centum per annum” 
therefor and by deleting the words “eight per centum per annum” 
wherever they appear therein and substituting the words “seven per 
centum per annum” therefor. 


8. The Second Schedule to the said Act is repealed and the fol-. 


lowing substituted therefor: 


“SECOND SCHEDULE 
First PART— 

1. Where the profits of a corporation or joint stock company in 
the taxation year before deduction therefrom of any tax paid thereon 
under the Income War Tax Act or any payment to a shareholder by 
way of salary, interest or otherwise, are five thousand dollars or less, 
twelve per centum of the profits before deduction therefrom of any 
tax paid under the Income War Taz Act, except in the case of a tax- 
payer referred to in subparagraph (0) of paragraph two of this Part. 

2. Where the profits of a corporation or joint stock company in 
the taxation year before deduction therefrom of any tax paid thereon 
under the Income War Tax Act or any payment to a shareholder by 
way of salary, interest or otherwise, are more than:— 

(a) five thousand dollars; or 

(b) if the fiscal period is less than twelve months the portion of 

five thousand dollars that the number of days in the fiscal period 
is of three hundred and sixty-five days; 
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twenty-two per centum of the profits before deduction therefrom of 
any tax paid under the Income War Tar Act. 


SECOND PART— 

In the case of corporations or joint stock companies twenty per 
centum of the excess profits and in the case of persons other than 
corporations or joint stock companies sixty per centum of the excess 
profits.” 


9. (1) The Minister shall not make any refund under section 
eighteen of The Excess Profits Tax Act, 1940, in respect of periods end- 
ing on the thirty-first day of December, nineteen hundred and forty- 
six or thereafter. 


(2) Notwithstanding section eighteen of The Excess Profits Tar 
Act, 1940, the Minister shall refund thereunder in respect of a fiscal 
period ending in nineteen hundred and forty-six before the thirty-first 
day of December, that portion of the amount that would otherwise be 
refundable under section eighteen of the said Act that the number of 
days in the fiscal period in nineteen hundred and forty-five is of the 
number of days in the fiscal period. 


10. (1) Subject to subsections two and three of this section, 
sections one, two, three and four, subsection one of section five and 
sections six and eight of this Act are applicable to fiscal periods end- 
ing in nineteen hundred and forty-six and thereafter. 


(2) The second proviso to subsection one of section three of The 
Excess Profits Tar Act, 1940, as enacted by section two of this Act 
is applicable to the first fiscal period of a business commenced after 
the twelfth day of October, nineteen hundred and forty-five. 


(3) Tax under The Excess Profits Tar Act, 1940, for a fiscal 
period ending in nineteen hundred and forty-six before the thirty-first 
day of December is the aggregate of:— 


(a) that portion of the tax that would be payable on the profits 
for the fiscal period if The Excess Profits Tax Act, 1940, had 
not been amended by the provisions referred to in subsection 
one of this section that the number of days in the fiscal period 
in nineteen hundred and forty-five is of the number of days in 
the fiscal period; and 

(b) that portion of the tax that would be payable on the profits 
for the fiscal period if the provisions referred to in subsection 
one of this section were applicable to the whole fiscal period 
that the number of days in the fiscal period in nineteen hun- 
dred and forty-six is of the number of days in the fiscal period. 


(4) Section seven of this Act is applicable to the tax payable on 
the profits of fiscal periods ending in nineteen hundred and forty-four 
and thereafter. 


Explanatory Notes 
1. This amendment implements Budget Resolutions 
Number 2, 3(0) and 3 (c), in part. 
It provides a new definition of excess profits which are 
subject to the maximum rates of tax. The percentages of 
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standard profits herein mentioned are those above which 
profits became subject to the maximum rates of tax before 
this amendment. 


2. This amendment implements Budget Resolutions 
Number 1, 2, 3 and 5, in part. 


It provides for the charging of taxpayers with the new 
rates of tax, and also that a business coming into existence 
after October 12 whose ownership is not substantially dif- 
ferent from that of its predecessor, will not enjoy the lower 
rate of tax on the profits of its first fiscal period. 


3. This amendment implements Resolution Number 4. 


4. This amendment is ancillary to the amendment 
making the new rates of tax applicable to corporations. 


5. (1) This amendment is ancillary to the amendment 
making the new rates of tax applicable to individuals. 


(2) This amendment implements Resolution Number 6. 


6. This amendment is ancillary to the amendment 
making the new rates of tax applicable to corporations. 


7. This amendment provides that a uniform rate of 
interest shall be applicable to all taxpayers. 


8. This amendment implements Resolutions Number 1, 
2 and 8 in part. 


It reduces the rates of tax. 


9. This amendment implements Resolution Number 3, 
in part. 


It repeals the section providing for the refundable por- 
tion in respect of profits earned after January 1, 1946. 
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1939 (1st scien 

ae. IS MAJESTY, by and with the advice and consent of the Senate 
Sess.), c. 6; and House of Commons of Canada, enacts as follows:— 

1940, ec. 34; 

1940-41, c. 18 ; 1. (1) Paragraph (b) of subsection one of section three of the 
oe = 28; Income War Tax Act, chapter ninety-seven of the Revised Statutes of 
ss: Canada, 1927, as enacted by section eight of chapter thirty-four of the 


1944-45, ¢. 43. statutes of 1940, is repealed and the following substituted therefor:— 


Contractual “(b) annuities received under a contract (other than payments 
annuities. described in paragraph (c) of this subsection) except a portion 
of each amount received thereunder that bears the same relation 
to the whole amount as the amount that the annuitant could, 
under the contract, have chosen to receive in lieu of the annuity 
or, if no such choice is provided by the contract, the present 
value (computed in such manner as the Minister may by regu- 
lation prescribe) of the annuity at the time of commencement 
thereof, bears to the aggregate (computed in the case of an 
annuity for life on the assumption that the annuitant will live 
during the period of his normal expectation of life calculated 
in accordance with mortality tables approved by the Minister) 
of the annuity for which the contract provides: Provided that 
this provision shall not be construed to prejudice the operation 
of subsection two of this section. 


Proviso. 


(2) Paragraph (g) of the said subsection one of section three, as 
enacted by section three of chapter forty-eight of the statutes of 1938 
and amended by section one of chapter fourteen of the statutes of 
1943, is repealed and the following substituted therefor:— 


Annuities — “(g) all annuities and other annual payments received under the 
ny will provisions of a will or trust irrespective of the day on which 
: the will or trust became effective and notwithstanding that the 
payments are payable at intervals longer or shorter than a year 
except a payment or portion thereof which can be established 
by the recipient not to have been paid out of the income of the 

estate or trust.” 


(3) Section three of the said Act is further amended by adding 
the following subsection thereto:— 


Payment in “(8) Where the Minister is satisfied that a payment or payments 

of made on or after the thirteenth day of October, nineteen hun- 
dred and forty-five by a person to a former employee is in re- 
spect of loss of office or employment, one-fifth only of the pay- 
ment or the aggregate of the payments made in any year shall 
be deemed, for the purposes of this Act, to be income of the 
taxpayer in the year it is received and one-fifth thereof shall be 
so deemed to be income of the taxpayer in each of the four 
succeeding years in which he is living.” 
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2. (1) The first sentence of paragraph (m) of section four 
of the said Act as enacted by section three of Chapter twelve of the 
statutes of 1928 is repealed and the following substituted therefor:— 

“The income from the operation of ships or aircraft owned 
or operated by a non-resident person or corporation, if the country 
where such person or corporation resides grants an exemption 
in respect of income earned therein from the operation of ships 
or aircraft owned or operated by a person or corporation resident 
in Canada which in the opinion of the Minister is fairly reciprocal 
to the exemption herein provided.” 

(2) Subparagraph (ii) of paragraph (t) of the said section four, 
as enacted by subsection two of section three of Chapter fourteen of 
the Statutes of 1943-44, and paragraph (2) of the said section four 
as enacted by section four of Chapter fourteen of the Statutes of 1943- 
44, are repealed. 

(3) Paragraph (y) of the said section four as enacted by sub- 
section two of section three of chapter forty-three of the statutes of 
1944-45 is repealed and the following substituted therefor:— 


“(y) the income of an institutional housing corporation, an in- 
stitutional holding company or a limited-dividend housing cor- 
poration within the meaning of those expressions as defined by 
The National Housing Act, 1944;” 

(4) The said section four is further amended by adding the fol- 

lowing paragraph thereto:— 

“(z) the income from the investment of the superannuation or 
pension funds of a trust established in connection with, or a 
corporation incorporated for the administration of, an employ- 
ees’ superannuation or pension fund or plan approved by the 
Minister in respect of its constitution and operations for the 
taxation year;” 


3. (1) Paragraph (ff) of subsection one of section five of the 
said Act, as enacted by subsection two of section five of chapter 
twenty-eight of the statutes of 1942-43, and paragraph (g) of the said 
subsection one of the said section five as enacted by section four of 
chapter forty-three of the statutes of 1944-45, and paragraph (h) of 
the said subsection one of the said section five as enacted by section 
six of chapter twelve of the statutes of 1928, are repealed and the 
following substituted therefor:— 


“(ff) an amount that does not exceed nine hundred dollars in 
respect of the services rendered to an employer by any employee, 
officer or director within the taxation year and has been actually 
paid by the employer to an employees’ superannuation or pen- 
sion fund or plan approved by the Minister in respect of its con- 
stitution and operations for the taxation year; 


(g) in respect of amounts for superannuation or pension funds 
or plans approved by the Minister in respect of their constitu- 
tion and operations for the taxation year 


(i) an amount not exceeding nine hundred dollars in the taxa- 
tion year, actually retained by the employer from the remunera- 
tion of the taxpayer for an employees’ superannuation or pension 
fund or plan in respect of services rendered in the taxation year 
or paid by a taxpayer who is a member of a trade union as part 
of his union dues, and 
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(ii) an amount not exceeding nine hundred dollars in the 
taxation year, paid to an employees’ superannuation or pension 
fund or plan by the taxpayer in respect of services rendered by 
him previous to the taxation year while he was not a contributor; 


aa (h) that portion of a payment out of an employees’ superannua- 
aus, tion or pension fund or plan the investment income of which has 


been exempt from taxation under this Act by reason of an election 
for such exemption by the trustees or corporation administering 
the fund or plan or a part of such a payment which would other- 
wise be taxable under this Act, that the aggregate of the amounts 
paid by the employee into the fund or plan during the period 
when its income was exempt by reason of such election bears to 
the total amount paid by him into the fund or plan.” 
(2) Paragraph (n) of subsection one of section five of the said 
Act as enacted by subsection four of section four of chapter forty-three 
of the statutes of 1944-45 is repealed and the following substituted 


therefor :— 
Unusual “(n) that portion of medical expenses in excess of four per cen- 
medical tum of the income of the taxpayer incurred and paid either by 
— the taxpayer or his legal representatives 


(i) within the taxation period, 

(ii) within a twelve-month period ending in the taxation 
period and not included in the calculation of a deduction for 
medical expenses under this Act for a previous taxation period, or 

(iii) in the event of the death of the taxpayer, within a 
twelve-month period commencing in the taxation period and not 
included in the calculation of a deduction for medical expenses 
under this Act for a previous taxation period 


if payment is made to a medical practitioner, dentist or nurse 
qualified to practise under the laws of the place where the ex- 
penses are incurred or a public or licensed private hospital in 
respect of a birth in the family of, illness of or operation upon 
the taxpayer or his spouse or any dependent in respect of whom 
he may make a deduction from his normal tax under Rule five 
of section one of Paragraph A of the First Schedule to this 
Act; including the salary or wages paid to one full-time attend- 
ant upon the taxpayer, his spouse or any such dependent, who 
was throughout the whole of the taxation period necessarily 
confined by reason of illness, injury or affliction to a bed or 
wheelchair and including also the salary or wages paid to one 
full-time attendant upon the taxpayer, his spouse or any such 
dependent who was totally blind at any time in the taxation 
period and required the services of such an attendant; and in- 
cluding an amount expended on an artificial limb, a spinal brace, 
a brace for a limb or an aid to hearing for, the taxpayer, his 
spouse or any such dependent: Provided that the deduction shall 
not exceed the aggregate of 


(iv) six hundred dollars in the case of a single person, or nine 
hundred dollars in the case of a married person or person given 
an equivalent status in respect of rates of tax under this Act (but 
a husband and wife are entitled to only one such deduction of 
nine hundred dollars between them), and 


(v) one hundred and fifty dollars for each dependent in re- 
spect of whom he may make a deduction from his normal tax un- 
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der Rule five of section one of Paragraph A of the First Schedule 
to this Act but not exceeding six hundred dollars in respect of 
such dependents: and 
Provided further that payment of the said medical expenses is 
proven by receipts filed with the Minister;” 


4. (1) Subsection six, seven and eight of section eight of the 
said Act as enacted by section eleven of chapter fourteen of the stat- 
utes of 1943-44 are repealed and the following substituted therefor:— 


“(6) A corporation whose principal business is the production, 
refining or marketing of petroleum or petroleum products is entitled to 
deduct from 

(a) the aggregate of the taxes under this Act and The Excess 

Profits Tax Act, 1940, payable by it in respect of the year of 
expenditure, and 

(b) if the deduction permitted under this subsection exceeds the 

taxes so payable in that year, from the taxes so payable in sub- 
sequent years, 
an amount equal to 
(c) twenty-six and two-thirds per centum in the case of a cor- 
poration substantially all of whose income is subject to depletion 
under this Act, or 


(d) forty per centum in the case of any other corporation, 


of the aggregate of drilling and exploration costs, including all general 
geological and geophysical expenses, incurred by it directly or indi- 
rectly on oil wells spudded in during the period from the first day of 
January, nineteen hundred and forty-three to the thirty-first day of 
December, nineteen hundred and forty-six and abandoned within six 
months after completion of drilling. 


(7) A corporation, association, syndicate or exploration partner- 
ship formed for the purpose of exploring and drilling for oil is en- 
titled to deduct from the aggregate of the taxes under this Act and 
The Excess Profits Tax Act, 1940, payable by it in respect of the year 
of expenditure, twenty-six and two-thirds per centum of exploration 
and drilling expenses incurred during the period from the first day of 
January, nineteen hundred. and forty-three, to the thirty-first day of 
December, nineteen hundred and forty-six: Provided, however, that 
where the tax in respect’ of the year of expenditure is not sufficient to 
permit the full amount of the deduction the balance may be deducted 
in subsequent years whether the income taxable in the subsequent year 
from which the balance or part thereof is being deducted arose from 
the well in respect of which the expenses were incurred or from a well 
subsequently found by such corporation, association, syndicate or ex- 
ploration partnership. 


(8) A corporation, association, syndicate or exploration partner- 
ship formed for the purpose of exploring and drilling for natural gas 
is entitled to deduct from the aggregate of the taxes under this Act 
and The Excess Profits Tax Act, 1940, payable by it in respect of the 
year of expenditure, thirty per centum of exploration and drilling ex- 
penses incurred by it during the period from the first day of January, 
nineteen hundred and forty-three, to the thirty-first day of December, 
nineteen hundred and forty-six.” 

(2) The said section eight is further amended by inserting the 
following subsection immediately after subsection nine thereof:— 
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“(94) A corporation whose chief business is that of mining or 
exploring for minerals is entitled to deduct from the aggregate of the 
taxes under this Act and The Excess Profits Tar Act, 1940, payable 
by it in respect of the year of expenditure, twenty-six and two-thirds 
per centum of all prospecting, exploration and development expenses 
incurred by it in searching for minerals during the year nineteen hun- 
dred and forty-six: Provided that no such deduction shall be allowed 
unless the corporation files certified statements of expenditures and 
satisfies the Minister that it has been actively engaged in prospecting 
and exploring in Canada for minerals by means of qualified persons 
and has incurred the said expenditures for such purposes.” 

(3) Subsection ten of the said section eight, as enacted by sub- 
section four of section six of chapter forty-three of the statutes of 
1944-45, is repealed and the following substituted therefor:— 

“(10) A corporation, association, syndicate or exploration part- 
nership whose principal business is production, refining or marketing of 
petroleum or exploration or drilling for petroleum may, with the con- 
sent of the Governor in, Council upon the recommendation of the Min- 
ister of Mines and Resources, deduct from the aggregate of the taxes 
under this Act and The Excess Profits Tax Act, 1940, payable by it 
in respect of the year of expenditure, fifty per centum of expenditures, 
not including geological or geophysical expenditures, made in connec- 
tion with a deep test oil well that was spudded in between the twenty- 
sixth day of June, nineteen hundred and forty-four and the thirty- 
first day of December, nineteen hundred and forty-six and that proved 
to be unproductive, if, in the opinion of the Governor in Council, 

(a) drilling the oil well is desirable in order to extend the petro- 

leum resources of Canada; and 

(bv) the taxpayer could not reasonably be expected to drill the oil 

well unless permitted to deduct at least fifty per centum of the 
expenditures in connection therewith from tax.” 


5. Section nine np of the said Act is amended by inserting the 
following subsection immediately after subsection five thereof:— 


“(6) Subsection two of this section is not applicable in respect of 
a dividend which is not taxable under this Act by virtue of section 
ninety-five of this Act.” 


6. (1) Subsection one of section ninety-two of the said Act, as 
enacted by section thirty-one of chapter twenty-eight of the Statutes 
of 1942-43 and amended by subsection one of section twenty-seven of 
chapter fourteen of the statutes of 1943-44, shall be repealed on and 
after the first day of January, nineteen hundred and forty-six. 

(2) The second sentence of subsection seven of the said section 
ninety-two as enacted in section thirty-one of chapter twenty-eight 
of the statutes of 1942-43 is repealed. 

(3) The following subsection is inserted immediately after sub- 
section seven of the said section ninety-two:— 


“(7A) Every person who deducts or withholds an amount under 
this section is liable to pay to His Majesty on the day fixed by or pur- 
suant to subsection two of this section an amount equal to the amount 
so deducted or withheld and such liability shall constitute a first 
charge on the assets of such person and shall, notwithstanding the 
Bank Act, the Bankruptcy Act or any other statute or law, rank for 
payment in priority to all other claims, either of His Majesty in right 
of a province of Canada or any other person, of whatsoever kind here- 
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tofore or hereafter arising, save and except only the judicial costs, 
fees and lawful expenses of an assignee or other public officer charged 
with the administration or distribution of such assets.” 


7. The portion of subsection one of section ninety-three of the 
said Act before paragraph (a) thereof, as enacted by section thirty- 
one of chapter twenty-eight of the statutes of 1942-43, is repealed and 
the following substituted therefor:— 


“The Minister shall, in respect of any taxes paid, as herein 
provided, refund to each taxpayer the amount by which either 
one-half of the taxes which he was liable to pay upon his income 
for any taxation year after one thousand nine hundred and forty- 
one (except the tax computed under section four of Paragraph A 
of the First Schedule to this Act), before the deductions provided 
by section eight and before any amount was deducted therefrom 
under section seven A of this Act or the aggregate of” 


8. The said Act is further amended by inserting the following 
part immediately after Part XVII thereof:-— 


“PART XVIII. 
PRIVATE COMPANIES. 
94. (1) In this Part, unless the context otherwise requires, 


(a) accumulated undistributed income of a company at any time 
means the undistributed income of the company on hand at the 
end of the last fiscal period that terminated before that time; 


(bv) ‘private company’ means a company the number of whose 
shareholders has not, at any time since the twenty-ninth day of 
April, nineteen hundred and forty-one, been more than fifty, not 
including persons who are in the employment of the company 
or who, having been formerly in the employment of the com- 
pany, were while in that employment and have continued after 
the termination of that employment to be shareholders of the 
company, two or more persons holding one or more shares 
jointly being counted as a singie shareholder for the purposes 
of this paragraph; and 

(c) undistributed income of a company on hand at the end of a 
specified fiscal period means the amount by which the aggregate 
of 


(i) the income of the company that was liable to taxation 
under this Act for each of its fiscal periods beginning with 
the period that ended in nineteen hundred and seventeen 
and ending with the specified period, and 


(ii) the income of the company in each of the said periods 
that was not liable to taxation under this Act, 
exceeds the aggregate of 


(iii) all operating losses sustained by the company during the 
said periods, 


(iv) the amount by which all capital losses sustained in the 
said periods by the company exceeds all capital profits of 
the company in the said periods, 


(v) the dividends paid by the company during the said periods 
except dividends that were paid exclusively out of a surplus 
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or accumulated profits on hand prior to the first day of 
January, nineteen hundred and seventeen and that were not 
taxable as income of the shareholder, 
(vi) all income tax, business profits tax and excess profits 
tax paid by the company in respect of the said periods, 
(vii) expenses incurred or disbursements made by the com- 
pany during the said periods but not allowed as a deduction 
from income under this Act, and 
(viii) that part of the income of the company for the said 
fiscal periods that has been taxed in the hands of its share- 
holders under section twenty-one of this Act and has not 
been paid out by way of dividends during the said periods, 
and when the specified period ended in nineteen hundred and 
thirty-nine, includes an amount received after the end of that 
period by way of dividend from a company that has elected and 
paid the tax, if any, payable under this Part if the dividend 
was not taxable under this Act by reason of section ninety-five 
of this Act. 
= jointly (2) Where two or more persons hold shares jointly they shall 
a be deemed, for the purposes of this Part, to be one shareholder. 


oe 95. (1) A dividend received from a private company is not 
empt. taxable under this Act if 
(a) the company has elected to pay tax under this Part and has 
paid all the tax that it has so elected to pay, 


(b) the dividend was paid out of accumulated undistributed in- 
come of the company, and 


(c) the aggregate of all dividends paid by the company out of 
accumulated undistributed income after the election and on or 
before the day on which the particular dividend was paid is 
not greater than the amount on which tax has been paid by the 
company under this Part less the amount of the said tax. 


(2) Of the dividends paid by a company in a fiscal period, an 
amount equal to the income of the company in the immediately pre- 
ceding fiscal period less taxes paid by the company thereon shall be 
deemed, for the purposes of this Part, not to have been paid from 
accumulated undistributed income unless the company, in any fiscal 
period, has, after the election, paid dividends equal to or greater than 
the amount on which it has paid tax under this Part less the amount 


of the said tax. 


96. (1) A private company may elect in such manner as may be 
prescribed by regulations, on or before the thirty-first day of Decem- 
ber, nineteen hundred and forty-seven, to be assessed and pay a tax, 
computed in the manner set out in subsection two of this section, on 
an amount equal to its undistributed income on hand at the end of 
its nineteen hundred and thirty-nine fiscal period or its undistributed 
income on hand at the end of the fiscal period that terminates nearest 
the time when it so elects, whichever is the lesser. 


(2) Tax payable under this section is the aggregate of the amounts 
calculated by application of the following table:— 
On the first $25,000 of each portion, or any part thereof, 15 per 
centum* 
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$3,750 on a portion of $25,000 and 18 per centum on the amount 
by which the portion exceeds $25,000 and does not exceed $50,000; 
$8,250 on a portion of $50,000 and 21 per centum on the amount 
by which the portion exceeds $50,000 and does not exceed $100,000; 
-$18,750 on a portion of $100,000 and 24 per centum on the 
amount by which the portion exceeds $100,000 and does not exceed 
$200,000; 
$42,750 on a portion of $200,000 and 27 per centum on the 
amount by which the portion exceeds $200,000 and does not exceed 
$300,000; 
$69,750 on a portion of $300,000 and 30 per centum on the 
amount by which the portion exceeds $300,000 and does not exceed 
$400,000; 
$99,750 on a portion of $400,000 and 33 per centum on the 
amount by which the portion exceeds $400,000; 
to the respective portions of the amount on which the tax is payable 
to which the various persons who held shares in the company on the 
thirty-first day of December, nineteen hundred and forty-four would 
have been entitled if the said amount had been distributed by way 
of a dividend on that day but excluding any portion in respect of 
which the recipient would not, in that event, have been taxable under 
this Act. 


(3) A private company that has elected to pay tax under this 
section shall either 


(a) pay the tax on or before the thirty-first day of December, 
nineteen hundred and forty-six; or 


(bv) pay the tax in four equal annual instalments commencing on 
the thirty-first day of December, nineteen hundred and forty- 
seven together with interest at the rate of four per centum per 
annum on each instalment from the thirty-first day of December, 
nineteen hundred and forty-six to the day of payment: Provided 
that any instalment or part thereof may be paid before the date 
on which it becomes payable, interest thereon ceasing as from 
the date of payment. 


(4) Where an instalment of the tax imposed by this section or 
any part thereof has not been paid as required by subsection three of 
this section, the company shall pay a penalty of three per centum of 
the unpaid amount per annum from the day on which the instalment 
should have been paid to the day of payment. 


(5) A company that has elected to pay tax under this section 
shall file such returns at such time and in such manner as may be 
prescribed by regulations in addition to any other returns required 
to be made under this Act.” 


9. Paragraph A of the First Schedule to the said Act is amended 
by adding the following section thereto: 


“Section 4.—TAX PAYABLE BY PERSONS BENEFITING FROM BOTH FAMILY 
ALLOWANCES UNDER THE FAMILY ALLOWANCES ACT, 1944 AND ALLOW- 
ANCES UNDER THIS ACT FOR CHILDREN. 


Rule 1.—A taxpayer who is entitled to a deduction from tax under 
Rule 5 of section 1 or Rule 3 of section 2 of this Paragraph on ac- 
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1944-45, ¢.40. count of a child in respect of whom an allowance has been paid during 
’ the taxation year under The Family Allowances Act, 1944 shall, except 
in the cases to which Rule 2 of this section applies, pay a tax in 
respect of each such child, in addition to the normal tax and the 
graduated tax, equal to a percentage of the allowances so paid de- 
termined in the following tables by reference to the income of the 
taxpayer in the taxation year and, in 1946 and subsequent taxation 
years, by reference to the number of dependents in respect of whom 
he is so entitled to a deduction: 














1. PERCENTAGES FOR 1945 TAXATION YEAR 
MARRIED PERSONS. 



































Income Percentages 
Over but not over 
$1,200 $1,400 10 
1,400 1,600 20 
1,600 1,800 30 
1,800 2,000 40 
2,000 2,200 50 
‘ 2,200 2,400 60 
“4 2,400 2,600 70 
k 2,600 2,800 80 
2,800 3,000 90 
3,000 100 
SINGLE PERSONS 
Income Percentages 
Over but not over 
$ 660 $ 800 10 
800 900 20 
900 1,000 30 
1,000 1,100 40 
1,100 1,200 50 
1,200 1,300 60 
1,300 1,400 70 
1,400 1,500 80 
1,500 1,600 90 
1,600 100 


2. PERCENTAGES FOR 1946 AND SUBSEQUENT TAXATION YEARS 
MARRIED PERSONS 


Income Percentages 
1,20r3 4ormore 
Over but not over dependents dependents 
$1,300 $1,400 5 -— 
1,400 1,600 15 10 
1,600 1,800 25 20 
1,800 2,000 35 30 
2,000 2,200 45 40 
2,200 2,400 55 50 
2,400 2,600 65 60 
2,600 2,800 75 70 
2,800 3,000 85 80 
3,000 3,200 95 85 
3,200 3,400 100 90 
3,400 3,600 100 95 
3,600 100 100 
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SINGLE PERSONS 


Income Percentages 
lor2 3 or more 

Over but not over dependents dependents ~ 
$ 700 $ 800 5 _ 
800 900 15 10 
900 1,000 25 20 
1,000 1,100 35 30 
1,100 1,200 45 40 
1,200 1,300 55 50 
1,300 1,400 65 60 
1,400 1,500 75 70 
1,500 1,600 85 80 
1,600 1,700 95 85 
1,700 1,800 100 90 
1,800 1,900 100 95 
1,900 100 100 


Rule 2.—A taxpayer who is entitled to a deduction from tax under 
Rule 5 of section 1 or Rule 3 of section 2 of this Paragraph on ac- 
count of a child in respect of whom an allowance has been paid during 
the taxation year under The Family Allowances Act, 1944, shall, where 
more than fifty per centum of his income for the taxation year con- 
sists of service pay and allowances received as a member of the 
Canadian Naval, Military and Air Forces in the Canadian Active 
Service Forces, pay a tax in respect of each such child, in addition 
to the normal tax and the graduated tax, equal to a percentage of 
the allowances so paid determined in the following tables by reference 
to the income of the taxpayer in the taxation year and, in nineteen 
hundred and forty-six and subsequent taxation years, by reference to 
the number of dependents in respect of whom he is so entitled to a 
deduction :— 

1. PERCENTAGES FOR 1945 TAXATION YEAR 


MARRIED PERSONS 


Income Percentages 

Over but not over 

$2,100 $2,150 10 
2,150 2,200 20 
2,200 2,250 30 
2,250 2,300 40 
2,300 2,350 50 
2,350 2,400 60 
2,400 2,600 70 
2,600 2,800 80 
2,800 3,000 90 
3,000 100 

SINGLE PERSONS 
Income Percentages 

Over but not over 

$1,600 $1,650 10 
1,650 1,700 20 
1,700 1,750 30 
1,750 1,800 40 
1,800 1,850 50 
1,850 1,900 60 
1,900 2,000 70 
2,000 2,100 80 
2,100 2,200 90 
2,200 100 
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2. PERCENTAGES FOR 1946 AND SUBSEQUENT TAXATION YEARS, 
MARRIED PERSONS 
Income Percentages 
1,20r3 4ormore 
Over but not over Dependents Dependents 
$2,100 $2,150 
2,150 2,200 
2,200 2,250 
2,250 2,300 
2,300 2,350 
2,350 2,400 
2,400 2,600 
2,600 2,800 
2,800 3,000 
3,000 3,200 
3,200 3,400 
3,400 3,600 
3,600 100 


SINGLE PERSONS 
Income Percentages 
1 or 2 3 or more 
Over but not over Dependents Dependents 
$1,600 $1,650 5 
1,650 1,700 15 
1,700 1,750 
1,750 1,800 
1,800 1,850 
1,850 1,900 
1,900 2,000 
2,000 2,100 
2,100 2,200 
2,200 2,300 
2,300 2,400 
2,400 2,500 
2,500 100 
Rule 3.—For the purposes of this section a taxpayer shall be 
deemed to be a married person if he is entitled to a deduction from 
tax under Rule 3 of section 2 of this Paragraph.” 


10. Rule two of section three of Paragraph A of the First 
Schedule to the said Act is amended by repealing that part of the 
said Rule that precedes the first proviso thereto, as enacted by sub- 
section one of section twenty-nine of chapter forty-three of the statutes 
of 1944-45, and substituting the following therefor:— 

Basic income. “Rule 2.—The tax payable by any member of the Canadian 
Naval, Military and Air Forces in the Canadian Active Service 
Forces in Canada and in receipt of service pay and allowances 
(exclusive of subsistence allowances up to one dollar and seventy 
cents per day and marriage and dependents’ allowances) at a rate 
of one thousand six hundred dollars or more per annum shall be 
reduced by a credit from the tax otherwise payable (before any 
amount was deducted therefrom under section 7A of this Act and 
in respect of the 1944 taxation period before one-half of the amount 
that would otherwise be refunded to the taxpayer under subsection 
one of section ninety-three was deducted therefrom and in respect 
of the 1945 or a subsequent taxation period before the whole 
amount that would otherwise be refunded to the taxpayer under 
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subsection one of section ninety-three was deducted therefrom) 
of an amount equal to the tax payable on one thousand six hundred 
dollars (before any amount was deducted therefrom under section 
7A of this Act and in respect of the 1944 taxation period before 
one-half of the amount that would otherwise be refunded to the 
taxpayer under subsection one of section ninety-three was deducted 
therefrom and in respect of the 1945 or a subsequent taxation 
period before the whole amount that would otherwise be refunded 
to the taxpayers under subsection one of section ninety-three was 
deducted therefrom) in the case of a single person without de 
pendents (or such amount appropriately increased by marriage 
and dependents’ allowances which would be payable if he held 
the highest rank of warrant or non-commissioned officer in the 
Service to which he belongs but not including any allowance for 
more than six children).” 


11. Notwithstanding anything in the Income War Taz Act, a 
taxpayer may deduct from the tax otherwise payable under the said 
Act in respect of the nineteen hundred and forty-six taxation year or 
any subsequent taxation year, in addition to the deductions from tax 
for which provision is made in the said Act, the amount that would 
otherwise be refunded to the taxpayer under subsection one of section 
ninety-three of the said Act; and the Minister shall make no refund 
in respect of taxes for the nineteen hundred and forty-six taxation 
year or any subsequent taxation year under the said subsection one. 


12. (1) Notwithstanding anything in the Income War Taz Act, 
a taxpayer, other than a corporation or joint stock company, may 
deduct from the tax otherwise payable under the said Act in respect 
of the nineteen hundred and forty-five taxation year, in addition to 
the deductions from tax for which provision is made in the said Act, 
four per centum of the aggregate of the taxes that would otherwise 
be payable in respect of the said year under subsections one and three 
of section nine thereof (except the tax computed under section four 
of Paragraph A of the First Schedule to the said Act) after making 
the deduction permitted by section thirty-one of chapter forty-three 
of the Statutes of nineteen hundred and forty-four. 


(2) Notwithstanding anything in the Income War Taz Act, a tax- 
payer, other than a corporation or joint stock company, may deduct 
from the tax otherwise payable under the said Act in respect of the 
nineteen hundred and forty-six taxation year, in addition to the de- 
ductions from tax for which provision is made in the said Act, sixteen 
per centum of the aggregate of the taxes that would otherwise be 
payable in respect of the said year under subsections one: and three 
of section nine thereof (except the tax computed under section four 
of Paragraph A of the First Schedule to the said Act) after making 
the deduction permitted by section eleven of this Act. 


13. (1) Where a person has, between the thirty-first day of Jan- 
uary and the seventh day of August, nineteen hundred and forty-five, 
purchased bonds or debentures of or guaranteed by the Province of 
Alberta that were outstanding on the thirty-first day of January, nine- 
teen hundred and forty-five and included in the debt reorganization 
proposal of the provincial government dated the sixteenth day of July, 
nineteen hundred and forty-five, there shall be assessed, levied and paid 
a tax payable by the purchaser on or before the thirtieth day of April, 
nineteen hundred and forty-six equal to 
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(a) the difference between his purchase price and selling price in 
the event that he has resold before the said proposal became 
effective, or 

(b) the difference between the purchase price and the aggregate 
of the value of all rights accruing to the purchaser upon the 
implementation of the said debt reorganization proposal, 


(2) If the tax imposed by this section is not paid as required, 
the purchaser shall pay interest thereon at the rate of seven per 
centum per annum from the day when the tax should have been paid. 


(3) A person who has, between the thirty-first day of January and 
the seventh day of August, nineteen hundred and forty-five, purchased 
bonds or debentures of or guaranteed by the Province of Alberta that 
were outstanding on the thirty-first day of January, nineteen hundred 
and forty-five, and included in the debt reorganization proposal of the 
provincial government dated the sixteenth day of July, nineteen hun- 
dred and forty-five, shall file such returns at such time and in such 
manner as may be prescribed by regulations. 


(4) Sections forty-one to eighty-seven inclusive of the Income War 
Tax Act are applicable mutatis mutandis as if the tax payable under 
this section were a tax payable under the said Act. 


14. (1) Subsection two of section three of this Act is applicable 
to income of the nineteen hundred and forty-four taxation year and 
subsequent taxation years and to tax payable on income of the said 
year. 


(2) Subsections one and two of section one and sections seven 
and nine of this Act are applicable to income of the nineteen hundred 
and forty-five taxation year and subsequent taxation years and to tax 
payable on income of the said years. 


(3) Subsections two, three and four of section two and subsection 
one of section three of this Act are applicable to income of the nine- 
teen hundred and forty-six taxation year and subsequent taxation years 
and to tax payable on income of the said years. 


EXPLANATORY NOTES. 


CLAUSE 1. ( .. (b) This implements Budget Resolution 
o. 1. 

“ (9g) This implements Budget Resolution 
o. 2. 

(3), (8) This implements Budget Resolution 
* 5 


CLAUSE 2. (1) The only change is the addition of the 
words “or aircraft” after the word “ships”. 


(2) This implements Budget Resolutions Nos. 


12 and 13. 
(3) (y) This implements Budget Resolution 
No. 14. 
(4) (z) This implements Budget Resolution 
o. 3. 
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CLAUSE 3. 


CLAUSE 4. 


CLAUSE 6. 


CLAUSE 7. 
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(1) (ff) and (g) This implements Budget 
Resolutions Nos. 5 and 6. 

(1) (h) This implements the proviso in Bud- 
get Resolution No. 4. 


(2) (n) This implements Budget Resolution 
No. 10. 


(1) (6) This implements Budget Resolution 
16. 


No. 
“ 7) This implements Budget Resolution 
17. 


ay @) This implements Budget Resolution 


(2) "in This implements Budget Resolution 

No. 19. 

(3) = This implements Budget Resolution 
No. 2 


-. (6) This is an exemption from the 15% tax 


on dividends going to non-residents which is 
necessary by reason of the special corporation 
tax which a private company may elect to 
pay on its undistributed income for its 1917 
to 1939 fiscal periods as provided for in sec- 
tion 8 of this Bill. 


(1) This implements Budget Resolution No. 11. 

(2) and (3) The sentence being repealed reads 
as follows:—‘“In any event the monies so de- 
ducted shall be paid over to His Majesty in 
full in priority to the claims of any secured . 
or unsecured creditors, including any claims 
of His Majesty in right of any province of 
Canada.” The new subsection (7A) is being 
enacted in lieu of the sentence repealed to 
clarify the law and ensure that these trust 
monies deducted by the employer from his 
employees’ salaries or a sum equivalent to the 
amounts so deducted are paid over to His 
Majesty in priority to other secured or un- 
secured creditors. 


The only change in the section is the addition 
of the words in brackets “(except the tax 
computed under section four of Paragraph A 
of the First Schedule to this Act)”. This is 
the special tax in respect of family allow- 
ances which should not be included in the 
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calculation of the deduction to be afforded a 
taxpayer in respect of what is known as the 
refundable portion of the tax. 

CLAUSE 8. These are the provisions to implement Budget 
Resolutions Nos. 8 and 9. 

CLAUSE 9. These are the provisions to implement Budget 
Resolution No. 22 regarding family allow- 
ances. 

CLAUSE 10. The only change is the addition of the words 
“or a subsequent taxation period” after the 
figures “1945” where they occur in two places 
in Rule 2. 

CLAUSE 11. This carries forward for 1946 and subsequent 
taxation periods the reduction in the total 
tax payable by an individual under the rates 
set forth in the schedule of the full amount 
of the refundable portion thereof less credits 
for savings. 

CLAUSE 12. (1) oa implements Budget Resolution No. 
21 (a). 

(2) This implements Budget Resolution No. 
21 (bd). 
CLAUSE 13. This implements Budget Resolution No. 15. 


Income Subject to Provincial Tax 


Provincial income taxation in Manitoba, prior to the 
adoption of the Dominion-provincial agreements, was the 
subject of a lengthy judgment of the Manitoba Court of 
Appeal in Provincial Treasurer of Manitoba v. Wm. Wrig- 
ley Jr. Co. Ltd., dated September 19, 1945. The decision 
is summarized in Dominion Law Reports (1945 4 D.L.R. 
pp. 449-528) as follows: 

Where a company with head office in Ontario carries 
on business in Manitoba selling there its products which it 
manufactures out of the province, the income thereof liable 
to taxation under the Income Taxation Act, R.S.M. 1940, 
c. 209, is, by s. 24 of the act, the net profit or gain arising 
from the business of the company in Manitoba and in arriv- 
ing at such net profit or gain it is not entitled to divide its 
profits into manufacturing and sales profits and to pay 
income tax only on the portion of profits which it attributes 
to sales in the province. 
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Expenses of Member of Legislature 

Expenses incurred by a member of a legislature in con- 
nection with attendance at the session are not deductible 
for income tax purposes, the Exchequer Court of Canada 
held in James C. Mahaffy, appellant, and the Minister of 
National Revenue, respondent, judgment on which was ex- 
pressed by J. A. C. Cameron, deputy judge, under date of 
November 29, 1945. 

The appellant, a resident of Calgary and a member of 
the Alberta legislature, which meets in Edmonton, and who 
included in his 1941 income return the sessional indemnity 
of $2,000, claimed as deductions from his income for that 
year certain expenses incurred in attending the session 
of the legislature. The amount claimed was $236.35, com- 
prised chiefly of room and meals while in Edmonton, and 
railway berths. These claims were disallowed by the de- 
partment. 

The court held that the expenses were not “wholly, ex- 
clusively and necessarily laid out or expended for the pur- 
pose of earning the income”, in which connection the judg- 
ment states: “The process of earning the income—that is 
attendance at the legislature—is the same for a member 
who resides elsewhere than at Edmonton as for one who 
normally resides there. If, therefore, the present claim- 
ant were entitled to deduction for board and lodging there 
seems no valid reason why a member residing normally 
in Edmonton would not be equally entitled. . . . Following, 
therefore, the decisions which I have cited, I must reach 
the conclusion that the appellant fails under this section.” 
Regarding the specific provision of section 5.1(f) of the 
act, for deduction of travelling expenses, the judgment 
likewise quotes decisions and states: “After consideration 
of these decisions I have reached the conclusion that the 
deductions here claimed by the appellant do not come within 
the nature of ‘travelling expenses’ under this section which, 
in my view, must be in the nature of itinerant expenses. I 
think it could not be said that the cost of board and lodg- 
ing of a member of a legislature or a member of the House 
of Commons, etc., while engaged over a period of many 
months in the performance of his duties, at a provincial 
capital, or at Ottawa, could, in any sense, be considered as 
travelling expenses and that is the governing word in the 
section.” 
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Special Timber Depletion 


_ extent of special depletion allowed to B.C. timber 
; operators for 1941 was considered by the Exchequer 
Court of Canada in the appeal of Burns and Jackson Log- 
ging Company, of Vancouver, appellant, and the Minister of 
National Revenue, respondent. The judgment was given 
October 23, 1945, by Hon. Justice Sidney Smith. 

In allowing the special depletion, the tax department 
excepted pulp-wood and fuel wood. The appellant company 
sold part of its logs to a pulp and paper company which con- 
verted them into pulp-wood. The main point at issue was 
whether the special depletion applied to this part of the 
operation, or whether it was excepted because of the dis- 
position of the product. 

In deciding against the operator, the court said: 

The controversy in this appeal falls within a very narrow 
compass: the conclusions I have reached and my reasons 
therefor may be stated with corresponding brevity. 

Under sec. 5(1) (a) of the Income War Tax Act, R.S.C. 
1927, ch. 97, and amendments, the Minister of National Rev- 
enue is empowered in determining income derived from tim- 
ber limits, to “make such an allowance for the exhaustion of 
ie ee maed timber limits as he may deem just and fair”. 
Upon representations made to him by the logging industry 
of British Columbia, with the avowed object of obtaining 
a concession in income tax in return for increased depletion 
of their timber reserves, the minister decided to make a 
special allowance for the 1941 taxation year. This decision 
was embodied in the terms of a letter from the minister to 
the B. C. Loggers Association, dated 19th February 1942. 
The letter in question simply adopted certain recommenda- 
tions made in a report by the Timber Depletion Committee 
set up to study the matter. One such recommendation was 
to the effect “that the special allowance be not granted in 
respect of pulp-wood and fuel wood operations.” 

The appellant is a logging operator producing its logs 
from crown-granted and crown-owned timber lands in 
British Columbia, and selling them on the open market. It 
has for some years past sold part of its logs to the B. C. 
Pulp & Paper Company Limited for pulp-wood purposes. 
In its return for the taxation year 1941 it claimed an allow- 
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ance of $8,398.40 for all logs produced, regardless of the 
ultimate use of the logs. Of this amount the minister dis- 
allowed $2,096.63 upon the ground that the appellant was 
not entitled to any allowance on logs sold to the B. C. Pulp 
& Paper Company Limited during the aforesaid taxation 
year, such logs so sold being for conversion into pulp-wood. 
These figures are not disputed. 

The sole questions before me are whether the minister 
exercised his discretion as to this allowance in the terms 
of his letter of 19th February 1942; and if so, whether he 
is right in his contention that the appellant is not entitled 
to the special allowance for such of its logs as were sold 
to the B. C. Pulp & Paper Company Limited. 

I have no doubt that the minister exercised, and prop- 
erly exercised, his discretion in this matter in the manner 
indicated in his letter of 19th February 1942. It was argued 
by the respondent that such letter was nothing more than 
an indication of the way in which the discretion would be 
exercised, and that the final exercise of the discretion was 
not, and could not be made until returns from the individual 
logging companies had been filed, and the circumstances of 
each particular case came for decision before the minister. 
In my opinion this view is untenable. Indeed, the contrary 
seems to be the case; for in Gardner v. Jay (1885), 29 Ch. 
Div. 50 at p. 58, quoted in support of it, Bowen L. J. refers 
to the undesirability of laying down any particular grooves 
in which discretion should run, and I take this also to mean 
the time when it should be exercised. That the minister 
himself thought that he was exercising his discretion in 
his letter of 19th February 1942, is, I think, clear from the 
concluding words, viz.: “Assessments will be reported and 
approved on the above basis.” 

The question then is simply this—does the provision that 
the special allowance will not be granted “in respect of 
pulp-wood operations” disentitle a logger 
from the benefit of the special allowance for so much of 
his output as he may sell toa pulp-mill? The issue between 
the parties rests on these few words. 

There is not much guidance to be had from the context. 
Para. 1 says “that in respect of timber cut in the taxation 

operators be given a special allowance.” 
Para. 5 says “that the special allowance be not granted in 
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respect of pulp-wood.......... operations.” Para. 1 
uses the word “operators”; para. 5 the word “operations”. 
It is evident that out of general logging operations an excep- 
tion of pulp-wood operators is made. But it seems to me 
that the contrast is not in the nature of the operations, but 
in the nature of the product. Out of the generic term tim- 
ber, the exception pulp-wood is carved. 

I do not know precisely what is meant by a pulp-wood 
operation, and have been unable to find any clear guide from 
the evidence in this regard. Important clauses, such as 
these before me, do not find their way into such reports 
casually or by accident. They are usually the fruit of nego- 
tiation, consideration, compromise. Nonetheless, I think 
the words “pulp-wood operations” were used herein in a 
general sense, perhaps even loosely, and are not to be con- 
strued too literally or too technically. If they were intended 
to mean operations which produced logs exclusively for pulp, 
then I doubt whether there are any such operations in 
British Columbia. Even in the case of pulp licences and 
wood-pulp leases owned by pulp companies, timber, other 
than that used for pulp, is logged and gathered in. Be- 
cause I take it from the evidence that stands of timber are 
not all of a piece, but are composed of many kinds of lum- 
ber. Hemlock is used for pulp and may also be used for 
saw-logs; the other species are converted into saw-logs. If, 
then, a pulp-wood operation produces logs for timber, as 
well as logs for pulp, I think the more reasonable construc- 
tion is that the allowance is not intended to apply to logs 
that are converted into pulp-wood, and that this is so 
irrespective of the operation whence they originate. 

There was evidence led with respect to the general at- 
mosphere in which the negotiations took place, as an avail- 
able guide to the general policy of the minister in framing 
this provision. It was pressed upon me that this evidence 
indicated an intention on the part of the minister to ac- 
celerate the production of logs generally, by the grant of 
this special allowance to all operators producing logs and 
selling them on the open market for whatever purpose; that 
the only exception was in the case of wood-pulp operations. 
I need not speculate too closely upon this. But a re-reading 
and a reconsideration of this portion of the evidence leads 
me to think that the purpose of the minister was to expedite 
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the production of logs for lumber; that he was not con- 
cerned with the production of logs for pulp; and that his 
intention was to grant the special allowance only to produ- 
cers of the former, to the extent of their production there- 
of, and quite regardless of whether they were general log- 
ging operators, pulp-wood operators, or otherwise. I think 
that this is the plain common sense of the matter, and that 
it ought to have been apparent that it was so, to all those 
engaged in the logging industry, from a consideration of the 
language used in the light of the surrounding circumstances. 
The appeal must be dismissed with costs. 


Personals 

John G. Brown, C.A., resident partner of Thorne, Mul- 
holland, Howson & McPherson, was elected mayor of Kitch- 
ener in the December 1945 municipal election. 

Richter, Usher & Co., chartered accountants, Montreal, 
P.Q., announce that they have admitted as a partner in the 
firm Cecil Vineberg, C.A. 

R. J. Casson, chartered accountant, announces the open- 
ing of an office for the practice of his profession under the 
firm name of R. J. Casson & Co., 720 Pacific Building, 744 
West Hastings Street, Vancouver, British Columbia. 

Harvey L. Millman announces the opening of an office for 
the practice of his profession in the Royal Bank Building, 
296 Bagot Street, Kingston, Ontario. 

S. G. Richardson & Co., chartered accountants, Hamil- 
ton, announce the retirement of Mr. H. P. Anderson, C.A., - 
who has returned to the far east, and the admission to 
partnership of Mr. A. W. Parish, C.A., who was with the 
firm prior to the war and has returned since receiving his 
discharge from the armed forces. 

Gordon M. Horne, C.A., announces the opening of an 
office for the practice of his profession under the firm name 
of G. M. Horne & Company, chartered accountants, 701 
Lombard Building, Winnipeg, Manitoba. 

H. N. Lunn, C.A., announces that the partnership of 
C. J. Ferber, C.A., and himself has been dissolved owing 
to Mr. Ferber’s appointment as Deputy Comptroller General 
of the province of British Columbia. A new partnership 
has been formed between Edward J. Black, C.A., and Mr. 
Lunn, and the practice is being continued under the firm 
name of H. Norman Lunn & Company. 
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Letter to the Editor 


THE CATERPILLAR TRACTOR COMPANY REPORT 
Sir: 

I was impelled by Mr. Capon’s remarks in your July 
issue to obtain a copy of the above company’s financial 
statement for 1944 to which you referred editorially in 
November. 

Without detracting from its merits, I submit that to 
credit the company with having “scooped the accounting 
profession” (Mr. Capon) and to describe the statement 
as an “important innovation” (Mr. Kelday) is on the one 
hand an injustice to the profession and on the other an 
unmerited honour to Caterpillar Tractor. 

In a lecture delivered to the Edinburgh Chartered 
Accountants’ Student Society on 23rd March 1933, and 
reproduced in The Accountant of 1st July 1933, Mr. George 
L. C. Touche, C.A., recommended the presentation of the 
state of companies’ affairs in precisely the same form as 
that now adopted by Caterpillar Tractor. Mr. Touche 
also said, in part: “The science of accountancy is still 
adolescent and is still in process of emerging from book- 
keeping. We are hampered by bookkeeping traditions and 
bookkeeping conventions . . . The exact balancing of the two 
sides of the conventional balance sheet is a legacy from the 
double-entry ledger and adds nothing but mystery and con- 
fusion in the minds of those not acquainted with bookkeep- 
ing and even, if we are to believe all we hear, in the minds of 
learned judges ... All these conventions militate against a 
clear and intelligible statement. If our profession is not 
to become pettifogging it is our business to develop a con- 
cise and lucid accountancy adequate to the increasing com- 
plexity of modern industry.” Enough has been said to 
demonstrate that the profession has been spared the 
ignominy of having been “scooped”. 

In the 21st October 1933 issue of The Accountant the 
statement of Parit-Bruas (Malay) Rubber Co. Ltd. at 30th 
June 1933, was reprinted and in form is almost indis- 
tinguishable from that of Caterpillar Tractor. It was 
commented upon as follows: “This facility in reading off 
the position of this company could be a common feature of 
the accounts of public companies if only they were drafted 
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on lines similar to those adopted in the accounts of this 
concern, but unfortunately, the millennium in company 
accounting has not yet arrived. With most balance sheets 
the essence of the position has still to be distilled from the 
figures given.” 

In the 29th August 1936 issue of The Accountant there 
appears the balance sheet of Tootal Brodadhurst Lee Co., 
Ltd., as “rearranged” by a firm of London Stock Exchange 
dealers which, from the accompanying comments, seems 
to have made a practice of elucidating the conventional 
balance sheet by framing an “analysis” along the lines fol- 
lowed by Caterpillar Tractor. In this case, the statement 
is given in narrative form and is further enhanced by a 
separate column showing increases or decreases during the 
year. 

The accounts of British companies generally have been 
so consistently, and perhaps deservedly, castigated both 
at home and abroad that the few who were pioneers in 
the field of improved accounts receive less than justice 
when their due laurels are conferred on a belated American 
prototype. 

In this proper perspective, the Caterpillar Tractor 
statement is worthy of the highest commendation and one 
may hope that it will have more widespread influence than 
its less-publicized progenitors. 

Yours faithfully, 
J. WILSON CRAIG, C.A., 


December 5, 1945. Montreal, P.Q. 


DICTAPHONE DICTION 

One of our members is having dictaphone trouble. In 
a review of the by-laws of his company, he got out of the 
machine the two following items: “The remuneration of 
the officers shall be doubled from time to time by the direc- 
tors”, and “in the absence of thought on the part of the 
directors they shall not be liable...” What he put into 
the machine, he claims, was “settled” in place of “doubled”, 
and “fraud” in place of “thought”. 
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Current Accounting Literature 
By Frank S. Capon, C.A. 


+ jae FOLLOWING extract from a president’s report to 

the directors, taken from a recent copy of one of our 
leading newspapers, is typical of the type of financial in- 
formation that goes so far to explain unexpected trends 
in company profits: “We discovered our treasurer was 
playing poker with company funds, which accounts for our 
abnormal profits.” 


Accounting Service to Management 
Another outstanding article on the functions of indus- 
trial accountants is contributed by G. L. Rooney in the 
1st November N.A.C.A. Bulletin. As vice-president-comp- 
troller of U.S. Steel Corporation, which has long been recog- 
nized as a leader in industrial accounting, Mr. Rooney can 
speak authoritatively, and has covered his subject clearly 
and concisely, yet very completely. The professional ac- 
counting training does not necessarily provide the account- 
ant with a complete knowledge of his function in industry, 
and almost all industria] accountants can learn much from 
articles such as that by Mr. Rooney. 
Costing for Special Purposes 
With a warning to accountants to be sure that the pur- 
poses for which cost data is required are clearly understood 
before cost systems are installed, E. J. Hanley outlines 
in the lst November N.A.C.A. Bulletin some of the many 
sets of circumstances which call for special costing treat- 
ment. 
Post-War Pricing and Costs 
H. E. Howell, assistant director of pricing in the U.S. 
Army Service Forces, has contributed a sound article on 
post-war pricing problems, with particular emphasis on 
the relationship between cost accounting and pricing policy, 
in the 15th November N.A.C.A. Bulletin. 
In Process Inventory Control 
A detailed explanation of a work-in-process inventory 
control system, with samples of the various forms and 
records, is contained in an article by G. K. Johnson in the 
same bulletin. This article is noteworthy, not so much for 
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new material as for its wealth of detail on a subject which 
is seldom brought out for public review. 
Financial Statements of Past Generations 

The November issue of the “Accountants’ Magazine” 
contains “notes occasioned by the perusal of some old 
balance sheets and reports”. It is refreshing to see how 
far we have come since the London Assurance submitted its 
1727 balance sheet, but one gets a nasty jolt to see that 
many, if not most companies have much to learn from 
the P. & O. Steamships accounts for 1854. 

The Sterling Area 

An interesting history of the sterling area, developed 
after England was forced off gold in 1931, and which is 
going to have such a vital influence on Canada’s future in- 
ternational trade, is provided by J. Grahame-Parker in the 
November issue of “Accountancy”. 

Private-enterprise Money 

Refreshing, thought-provoking, outstanding—these, and 
many other adjectives might well be applied to the very 
brief article by E. C. Riegel in the November “Journal of 
Accountancy” in which the writer calls on accountants to 
assist in scrapping the government-backed dollar and sub- 
stituting a private-enterprise backed credit currency, in 
which money value would remain stable and money would 
not earn income of itself. Since the article is a short sum- 
mary of a book, I cannot digest it further—but I do recom- — 
mend it to all accountants. Most of the thoughts are not 
new, and some of the principles may not be sound to our 
way of thinking, but it is worthy of serious consideration. 

“When does a Dividend Become Income?” 

“Both statutory definition and ease of (tax) administra- 
tion favour the single rule, namely, that a corporate divid- 
end becomes income to a taxpayer when he receives it and 
is not income prior to that date...”. Do you agree? That 
is the well-reasoned conclusion drawn by G. G. Tyler after 
considering U.S. tax laws, cases, and accounting thinking 
as summarized in the November “Journal of Accountancy”. 
Most accountants take it for granted that there is only one 
date on which a dividend becomes income—but they dis- 
agree violently amongst each other whether this date is 
the declaration date, the record date, the payment date, 
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or the receipt date. The decision can be important when 
a year end comes between these dates, and the tax rates 
vary in the two years. 
Financial Statements for the War Period 

A brief, authoritative article on expenses and losses 
allocable to war period income is contributed by Carman 
G. Blough, director of research of the U.S. Institute, in the 
November “Journal of Accountancy”. Mr. Blough goes 
as far as to suggest that the operations for the war years 
may be considered as a single business “venture” and that, 
when the smoke has finally cleared away, companies con- 
sider publishing one revised final financial statement 
covering the entire war period, from the time they first 
commenced to gird for war to the time when the last war- 
time adjustment has been made. The purpose of the article 
is to give all accountants a summary of the present think- 
ing on this subject, and to ask for suggestions, comments 
and criticisms that can be taken into account at the time 
of drafting an official research bulletin on the subject. 
Comments from Canadian accountants will undoubtedly be 
welcomed. 

Budgetary Control 

A brief statement of the scope and principles of bud- 
getary control for industrial companies is contained in the 
November issue of “The Controller”. This statement was 
released by the Seattle chapter of the Controller’s Institute. 


Post-War Taxation 
The Controller’s Institute of America has published its 
proposals for a U.S. post-war tax structure in the Novem- 
ber issue of “The Controller”. 


PUBLICATION ADDRESSES, AND PRICE PER COPY POSTPAID 
Accountancy, Incorporated Accountants’ Hall, Victoria Embankment, 
London, W.C. 2, England. 1 shilling. 
Accountants’ Magazine, 23 Rutland Square, Edinburgh, Scotland. 1s. 3d. 
Accounting Review, School of Commerce, Northwestern University, 
Evanston, Ill., U.S.A. $1. 
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The Controller, 1 East 42nd St., New York. N.Y. 50 cents. 
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DEPLETION ON LICENSED TIMBER LIMITS 


Depletion on Licensed Timber Limits 


The Exchequer Court of Canada, in a decision expressed 
by Deputy Judge Cameron on December 20, 1945, dismissed 
the appeal of D. R. Fraser & Company Limited, against the 
Minister of National Revenue. 

The appellant company operated timber limits which had 
been acquired in various ways but which in the taxation 
year 1941 were under license from the Alberta government. 
The case involved the meaning of the respective terms 
“license” and “lease” and the application of depletion pro- 
visions of the Income War Tax Act in respect of timber 
operations. 

The judgment says in part: “The appellant is not the 
owner of the timber being exhausted, and has no depletable 
interest therein. In addition, it has already benefited by 
deductions from its income over a period of years of all 
costs which could possibly be called capital costs (as well as 
all costs of operation) and, therefore, by such deductions, 
has been allowed to keep its capital investment intact. And 
while, apparently, the appellant had never previously claim- 
ed these deductions as depletion under section 5(1) (a), but 
rather by way of depreciation or as disbursements or ex- 
penses wholly, exclusively and necessarily laid out or ex- 
pended for the purpose of earning the income, they were in 
fact allowed. The result was that the appellant was even- 
tually able to write off its full capital investment. ... . 
My conclusions, therefore, are that while the contracts in 
question are leases as to the land mentioned therein, and 
are contracts for the sale of goods as to the timber pur- 
chased, that the Minister, having a discretionary power, 
after considering all the facts in the case, to grant or with- 
hold any allowances, and having exercised that discretion 
according to proper legal principles, his discretion should 
not be interfered with.” 

The judgment also refers to a special situation regard- 
ing the apportionment of depletion as between the lessor 
and the lessee, on which point it makes the observation 
that “the province of Alberta is not subject to payment of 
income tax and having no interest in claiming a part of 
such allowance has indicated its consent to 99 per cent of 
such allowance being made to the appellant.” 
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R. G. H. SMAILS, C.A., Editor 


NOTES AND COMMENT 

There is recurrent criticism nowadays of the traditional 
“window-dressing” operations in which the commercial 
banks of England engage in the few days immediately pre- 
ceding the date of their annual financial] statements. It is 
a matter of common knowledge that the banks operate day- 
in, day-out, on a cash ratio of about 8 per cent and yet 
year after year the statements proclaim a cash ratio of 
10 per cent which everyone knows to be the result of these 
window-dressing operations. If there ever was a day in 
which this sort of thing served a useful purpose that day 
would certainly seem to be long past. 

In Canada, criticism of the accounting procedures of 
the chartered banks has centred for the most part around 
the use of secret or “inner” reserves, that is to say, un- 
revealed provisions against asset values. The real ques- 
tion at issue here, as it seems to us, is not whether the 
banks understate their profits (the popular view) but rath- 
er whether banks, in measuring their annual income, should 
be allowed to engage in a process of averaging or smooth- 
ing (over a period apparently of ten or fifteen years) which 
is not considered proper in other forms of private enter- 
prise. In other words should a bank be allowed to treat 
as an expense (rather than as a reservation of profits) a 
provision against a possible future decline in asset values? 

Two sentences in the prepared statement which the 
Minister of Finance placed before the Committee on Bank- 
ing and Commerce on the occasion of the last revision of 
the Bank Act, permit the inference that the banks, with the 
approval of the government, answer this question affirm- 
atively. “These reserves will vary from time to time, but 
unless they are adequate to meet the losses that are bound 
to occur over a period of years, the banks’ assets are being 
over valued.” ‘Moreover, I must admit that we are now 
acting [in attempting a valuation of the chartered, banks to 
determine whether their ‘inner’ reserves were excessive] 
with the advantage of hind-sight to some extent—in other 
words we have formed our judgment in the light of recent 
favourable developments, including particularly the de- 
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clared policy of the Bank of Canada and the government to 
maintain a low level of interest rates after the war.” 

If a bank in computing its annual income for 1945 can 
deduct losses which might conceivably occur in 1946, or 
1950, but which have not occurred in 1945, then it is being 
allowed to publish as its income for 1945 a figure which has 
no significance. Further, it is not clear how the banks, as 
dealers in dollars, are exposed to losses on what has become 
their predominant asset—securities of the Dominion of 
Canada—no matter what happens to the interest rate. The 
government securities held by the banks are for the most 
part early maturities; they are acquired by the banks with 
the intention that they should be held until maturity (when 
they are repaid in full) ; and the banks are always able to 
hold them until maturity because, if cash is needed mean- 
while, the securities can be rediscounted with the Bank of 
Canada. 

The business of the chartered banks today (with the de- 
cline in loans) has become the most stable sort of business 
imaginable. It is difficult to see any justification for the 
“smoothing” of reported profits. 


PUZZLE 


If a clock takes 8 seconds to strike eight how many 
seconds will it take to strike twelve? 

If it takes 6 seconds to strike six, how many seconds 
will it take to strike twelve? 


SOLUTION TO LAST MONTH’S PUZZLE 
Let X = the number of eggs originally in the basket. 











£42 
Then the first sale numbered wate 
2 
S at Sat 
the second sale a, the third sale pe 
4 8 
X+1+4+ X414+ X41 
tn { } aa 
2 4 8 
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STUDENTS’ ASSOCIATION NEWS 


Quebec 


The Spanish Room of the Queen’s Hotel was the scene 
of the Quebec students’ annual dinner on Tuesday, Decem- 
ber 11th. After the dinner, Mr. C. F. Elderkin, introduced 
by chairman Willard Hamilton, deilvered a brief interest- 
ing speech on the work of The Dominion Association of 
Chartered Accountants. 

A quiz contest between teams of the parent and stu- 
dents’ society was scheduled as the main event for the eve- 
ning. The astute students’ council having no annual busi- 
ness left to lull the senior members’ team into the necessary 
state of stupefaction, slipped an alleged magician’s act into 
the program before the quiz began. 

The senior team, not to be outdone, wangled the appoint- 
ment of Dave Campbell as moderator and won the toss for 
the first question. Thus they were able to emerge victors, 
with Pierce Gould making a glorious, if somewhat facetious 
and subtle last stand. Van Harris was finalist, saving the 
students’ team from a white-washing by dint of positive 
brilliance and quick repartee. 

Perhaps it was due to the students’ committee or maybe 
the return from overseas of a number of the boys as well 
as to the good nature of the senior members and distin- 
guished guests who were ribbed unmercifully by the stu- 
dents ... anyway the gathering was one of the heartiest in 
many a year. 

The evening of gentle horse play started when Stan 
McEntee took over the mike with the aid of Harry Pelletier, 
the piano virtuoso, see-sawed the audience into a spasm of 
community singing. Later he was joined by Roy Green and 
“Charlie” Knowles, of the music comb fame, in a barber 
shop effort. 

The quiz, redolent with quips and nicknames, was con- 
ducted on a strictly informal basis. “Harry” Hayes lost 
none of his urbanity when confronted with an overflowing 
bathtub and no means of ingress, egress or stopping it. No 
doubt painfully aware of the present Scotch shortage, he 
whipped back, “I’d drink it’’! 

Probably it was the calculation of the wind drift that 
confused him, or more probably the query as to the type of 
paper used on his music comb that was responsible for the 
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early chop of “Charlie” Knowles when he allowed smoke to 
emanate from his electric train. “Al’’ Ballantyne just 
couldn’t think of pulling “the plug out” when his hayburner 
was handed to him in a bath tub. 

The teams, which were made up of the following, did 
not require all that prompting from the audience—or did 
they? Chartered accountants’ team: Charlie Knowles, cap- 
tain; Herb Gilbert, Alex. Ballantyne, Stan McEntee, Harry 
Hayes, Pierce Gould. Students’ team: Bill Taylor, captain; 
Van Harris, Berny Roll, Vic Houghton, Ozzie Blanchard, 
Guy Bernard. 


PROBLEMS AND SOLUTIONS 


THE PROVINCIAL INSTITUTES OF CHARTERED ACOOUNTANTS 
Solutions presented in this section are prepared by practising 
members of the several provincial Institutes and represent the personal 
views and opinions of those members. They are designed not as 
models for submission to the examiner but rather as such discussion 
and explanation of the problem as will make its study of benefit to 
the student. Discussion of solutions presented is cordially invited. 


PROBLEM I ? 
FINAL EXAMINATION, DECEMBER 1944 
Accounting III, Questions 4 and 5 (30 marks) 
Mr. I. M. Gone died on 31st May 1944, leaving a wife and 
two children. His estate at that date was as follows: 


Assets 

ROMAIN NBII, G 5055 oe hincie 0-6 556 5 5.060 Sisin ees 6 cieleies:e blblnie $ 5,000 
Life insurance payable to widow .................... 50,000 
Dominion of Canada bonds, 3% interest lst July and 

1st January (par value $80,000) .$............. 85,000 
eR ITN oo 25 5059..5 ais cis bias sre iele He ARR ale 110,000 
MO Ok POEL GREGG asec ois d's lee Sa edd ice écees 20,000 
Real GStUALe VACANE PIOMETEY 22.6. iisicasescadicceees 12,000 
UNA SIIRUNRIEMO 6556 hws oes dyes Ge 4 ¥ Sel Sele Os ews ewan 15,000 

Liabilities 

OR ia 55 io 55 awn on eo 0105 6 eK seed gesacie 4,000 


The will stipulated that the widow was to have the free 
use of the family residence during her lifetime and a life 
interest in the whole estate which on her death was to be 
divided between the children in equal shares. During the 
three months ending 31st August 1944, the following trans- 
actions took place: 


Receipts 
Mortgage Interest 144 year 15th June at 6% per annum ........ $ 300 
Dividend, declared 30th April, for quarter ending 3lst May .... 500 
” 15th June, for half-year ending 30th June .. 300 
. “= 30th June, for quarter ending 31st July .... 200 
* - 31st July, for half-year ending 31st August . .. 400 


" 5 15th August, for quarter ending 3lst August.. 500 
Final dividend, declared 15th August, of 1% (being at rate of 


7% per annum) for year ending 31st August ............. 100 
Dividend, declared 15th May, on $3,000 7% cumulative preferred 
shares out of profits for year ended 31st July .............. 420 
Interest on Dominion of Canada bonds ...................... 1,200 
JANUARY 1946. 51 
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Sale of real estate (book value $8,000) ...................00.. 6,000 
Compromise settlement of mortgage ....................2000- 2,000 
Disbursements 
i PR Sor Shee ca ashicn Saschekpekeaek<svaeedas eines 4,000 
EMD ics wind eae b dip PUiek nine bWsie ws a Sieewed vaseeuwe eso 1,200 
I cee a ed a cine: ses Gwlbce wp Wid bis biniw es 600 
Taxes on family residence your 1944 .. 2.2... ccc cccccecceces 100 
TO Ge WNL IED POAT VOEE oan ois ois cesses eeaesccecesase 300 
He NI? oo chs ak ls ous.cdesases sb ease oot eeeuuaaes 750 


A compromise settlement of $2,000 cash was completed 
on 3lst August 1944 in respect of a mortgage on which the 
principal outstanding at that date was $3,000 and the accrued 
interest (3 years) $540. 

Required: 

(a) Prepare the statements as at 3lst August 1944 which 
you as executors would submit to the interested parties, 
ignoring accruals. 

All calculations to be made to nearest dollar. 

(b) Assuming that the widow died on 31st August 1944, could 
the estate be divided immediately between the children? If 
not, what other items have to be taken into consideration 
before this can be done? 


SOLUTION 
(a) ESTATE I. M. GONE 
Statement of Executor’s Cash Transactions 
31st May-to-3lst August 1944 






































Receipts 

Capital Revenue Total 
Balance in Bank 3lst May 1944 ......... $ 5,000 $ 5,000 
Mortgage interest % year, 15th June ..... 275 $ 25 300 
Div. from industrial co’s, 4 31st May .... 500 500 
do. 4 30th June... 250 50 300 
do. ¥% 31st July ... 67 133 200 
do. 4 31st August . 200 200 400 
do. % 31st August . 500 500 
Final dividend do. Year 31st Augusi 100 100 

Div. on $3000 7% cum. pfd. shares— 

RPA os kguciuedwessoetabuesews's 350 70 420 
Interest on Dominion of Canada Bonds ... 1,000 200 1,200 
re 6,000 6,000 
Compromise settlement of mortgage ..... 1,975 25 2,000 

$15,617 $ 1,303 $16,920 

Disbursements 

SE IES, SS in Ss Ses cn oe aacdawen $ 4,000 $ 4,000 
PUMOTR) GEDOROOBD . .5. 5. ccc cceswcsccacss 1,200 1,200 
oe 600 600 
Taxes on family residence ............... 100 100 
Taxes on real estate ................... 300 300 
a | $ 750 750 

$ 6,200 $ 750 $ 6,950 
Balance, 31st August 1944 ............... 9,417 553 9,970 











$15,617 $ 1,303 $16,920 
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ESTATE I. M. GONE 
Balance Sheet—3lst August 1944 


Assets 
Cash in bank—capital account ................ $ 9,417 
do. —revenue account ............... 553 
Domimion of CawaGn Bonds «........0 6 ccc cescscecssecs 
NIN INI ooo 55 foi 0 bics 66.6 Ge es Ad oN WR Webs arid joereia Ne aes 
er 
I Foret 070 a (6, oc 555 ao aUS aw ot Sosa ee aaa eee 
SN TaN Fok adh.) bra aie aRa e4:6 RiG org Ais taG leis SUG RG ROS 
Liabilities 

Estates revenue account—due to widow ................ 
TN DAIL MOOOUIG ois be 5ici5.0 oi sce eee dws sacesecae's 


* Subject to succession duty and balance 1944 income tax. 


ESTATE OF I. M. GONE 
Statement of Estates—Capital Account 
31st May-to-31st August 1944 


Dr. 
31st May 1944 
RU RNIN sors Ue ie eiais sud cisions eieiarere 
Dom. of Canada Bonds .............-.0.2- 
RUENEE WRUODI, 6 isla 6000050 sa weogeneds 
Mortgages on real estate ................. 
IEEE es ceYe rag cc ie a. acd lens ka Carp le Siola we 
EE TUMONES Soins oss bac doeeden sees 
BURGTY CLODIUOIS: 2..o6 ices cede escvesccews $ 4,000 
IE Ee ete eer marred One ted ae 243,000 
$247,000 
31st May 1944 
MINE sooo ins, sides cs hws a aTegedece ce 
Mortgage interest ....................-5. 
Dividends from industrial companies ..... 
Int. on D. of Canada Bonds .............. 
Loss on sale of real estate ............... $ 2,000 
Loss on compromise of mortgage ........ 1,025 
WP UMOTOR GEDONOON. ios bocce ses ceeeivaiseees 1,200 
i 600 
Taxes on family residence ............... 100 
"ERROS Of) TEAL GOTBLE .ncccicicccecceswess 300 
Balance, 31st August, 1944 .............. 240,417 
$245,642 
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$ 9,970 
85,000 
110,000 
17,000 
4,000 
15,000 


$240,970 


$ 553 
240,417 


$240,970 


Cr. 


$ 5,000 
85,000 
110,000 
20,000 
12,000 
15,000 


$247,000 


$243,000 
275 
1,367 
1,000 


$245,642 
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Statement of Estates—Revenue Account 

3lst May-to-3lst August 1944 
Mortgage interest 
Dividends from industrial companies ... 
Interest on Dom. of Canada Bonds 
Mortgage interest 
Payments to widow 
Balance, 3lst August 1944 


(b) Steps to be taken before the estate could be divided amongst the 
children: 
(a) Accrue all revenue to 31st August 1944 as it belongs to estate 
of widow. 
(b) Pay succession duty on Estate I. M. Gone and obtain release. 
(c) Pay 1944, and balance of any prior years, income tax on 
Estate I. M. Gone and obtain release from income tax 
department that all taxes have been paid. 


PROBLEM II 
FINAL EXAMINATION, DECEMBER 1944 


Accounting IV, Question 1, (10 marks) 
A condensed balance sheet of the Century Company Limited shows 
the following assets and liabilities as at 3lst December 1943: 


Assets 
$ 100,000 
Other assets 3,400,000 


$3,500,000 


Liabilities 
Share capital and surplus: 
Capital—authorized and issued: 

6% Cumulative preference 

6,000 shares of $100 each $ 600,000 
7% Non- cumulative preference 

4,000 shares of $100 each 400,000 
Common— 

10,000 shares of $100 each 1,000,000 


$2,000,000 
Surplus (all earned in current year) 
$2,200,000 
Other liabilities 1,300,000 


$3,500,000 


A “nil” balance is reflected on the “dividends payable account” as 
at 31st December 1943. 

The holders of the 6% cumulative preference and the 7% non- 
cumulative preference shares participate equally with the common 
shareholders in any surplus in excess of the rate of 6% to common 
shareholders. 
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Required: 

(1) A computation of the book value per share assuming that 
the dividends for the current year have not been paid. 

(2) A computation of the book value per share assuming that 
dividends have not been paid for three years. 


SOLUTION 
CENTURY COMPANY LIMITED 


Computation of the book value per share as at 31st December 
1943: 
(1) Current year’s dividends unpaid 
6% 7% Non- 
Cumulative Cumulative 
Preference Preference Common Allocation 
Shares Shares Shares of surplus 
Share capital $400,000 $1,000,000 
Dividend requirements .... 36,000 28,000 60,000 $124,000 
(Common 6%) 
Participating: 
6/20 x $76,000 22.800 
4/20 x $76,000 15,200 15,200 
10/20 x $76,000 38,000 38,000 


$658,800 $443,200 $1,098,000 $200,00 


Book value per share .... $109.80 $110.80 $109.80 


(2) Three years’ dividends unpaid (including current year’s divi- 
dends) - 
Share capital $600,000 $400,000 $1,000,000 
Dividend requirements 
Accumulated (2 years) .. 72,000 $ 72,000 
Current year 36,000 28,000 60,000 124,000 
(Common 6%) 
Participating: 
6/20 x $4,000.00 1,200 
4/20 x $4,000.00 800 800 
10/20 x $4,000.00 2,000 2,000 


$709,200 $428,800 $1,062,000 $200,000 


Book value per share .... $118.20 $107.20 $106.20 


PROBLEM III 
FINAL EXAMINATION, DECEMBER 1944 
Accounting IV, Question 2 (15 marks) 

In accordance with a request from the managing director of 
Limestone Quarries Limited, a Canadian corporation, you have pre- 
pared the following chart of accounts which has been submitted to 
and its adoption approved by the directors: 

Current Assets: Current Liabilities: 
Bank account Accounts payable 
Imprest petty cash Sales tax payable 
Accounts receivable Wages payable 
Reserve for doubtful accounts Reserve for taxes on income 
Inventory—limerock 
3 —fertilizer products Advances from Associated 
* —supplies Company 
JANUARY 1946. 55 
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Deferred Charges: Share Capital—authorized and 


Unexpired insurance issued 
Prepaid taxes and rentals Surplus Account 


Capital Assets, etc. (at cost): 
Land 


Quarry deposits Profit and Loss Account 

Roads 

Buildings Sales—limerock 

Plant and equipment “ —fertilizer 

Fertilizer mill “ —spalls 

Trucks Spalls transferred to fertilizer mill 
Floating equipment (credit) 

Reserve for depletion 

Reserve for depreciation Miscellaneous income 


Sales Deduction Accounts: 
Marine insurance and brokerage—limestone 
Towing and freight—limestone 
Freight and cartage—spalls 
General and Administrative Expenses: 
Management salaries 
Office supplies and expense 
Telephone and telegraph 
Miscellaneous general expenses 
Provision for taxes on income 
Operating Accounts: 
Stripping and clearing 
Drilling and blasting 
Breaking and loading 
Power shovel operation 
Haulage trucks operation 
Quarry power plant operation 
Superintendence 
Insurance 
Taxes and rentals 
Road maintenance 
Boat operating (including depreciation) 
Depletion 
Depreciation 
Fertilizer Operating Accounts: Note: 
Spalls used (transferred from ( Spalls are undersized pieces 
limerock production) ( of limerock, usually treated 
( asa by-product. 


Mill operating 

Mill maintenance 

Superintendence 

Insurance 

Depreciation 

You are informed that the company will require a monthly state- 

ment of profit and loss and separate statements of cost of production 
—limerock and of fertilizer operations, together with a monthly balance 
sheet; and that appropriate closing entries will be made each month 
after recording provisions for depletion, depreciation, bad debts and 
taxes on income. Depletion and depreciation are to be included in 
cost of production and credit given to operations at selling prices for 
spalls sold; and at average cost of production for spalls transferred to 
the fertilizer mill. 
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Required: 

Prepare in specimen form the balance sheet and other statements 
which you would submit to the company to fulfil the foregoing require- 
ments. Specimen monthly journal entries are not to be submitted. 


SOLUTION 
LIMESTONE QUARRIES LIMITED 


BALANCE SHEET AS AT 


ASSETS 
CURRENT ASSETS: 
Cash in bank and on hand 
Accounts receivable— 
Trade 
Less— 
Reserve for doubtful accounts 


Inventories of stocks on hand as determined, etc., 
valued on the bases indicated— 
Limerock—at cost of production 
Fertilizer products—at the lower of cost of 
production or market 
Supplies—at the lower of cost or market 


DEFERRED CHARGES: 
Unexpired insurance 
Prepaid taxes and rentals 


CAPITAL ASSETS—at cost: 


Quarry deposits 
Less— 
Reserve for depletion 


Buildings 

Plant and equipment 
Fertilizer mill 
Trucks 

Floating equipment 


Less—Reserve for depreciation . 


LIABILITIES 


CURRENT LIABILITIES: 
Accounts payable 
Sales tax payable 
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Wages payable 
Reserve for taxes on income 


ADVANCES FROM ASSOCIATED COMPANY .... 
SHARE CAPITAL AND SURPLUS: 
Share capital— 
Authorized and issued: 
Shares of $ 
Surplus— 
Balance as at 
Add— 
Net profit for the month of 
194— (Exhibit A) 


LIMESTONE QUARRIES LIMITED 
STATEMENT OF PROFIT AND LOSS 
FOR THE MONTH OF 
Sales: 
Limerock 
Less— 
Marine insurance and brokerage 
Towing and freight 


Net sales 
Deduct— 
Cost of sales: 
Inventory of limerock—at beginning .... 
Cost of production (exhibit B) 


Deduct— 
Inventory of limerock—at close 


Profit on limerock operations 
Add— 
Profit on fertilizer (exhibit C) 
Miscellaneous income 


Profit before selling, administrative and 
general expenses 
Deduct— 
Selling, administrative and general expenses: 
Management salaries 
Office supplies and expense 
Telephone and telegraph 
Miscellaneous general expenses 


Profit before taxes on income 
Deduct— 
Provision for taxes on income 


Net profit for the year carried to Surplus 
Account (Balance Sheet) 
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Exhibit B 
LIMESTONE QUARRIES LIMITED 
STATEMENT OF COST OF PRODUCTION—LIMEROCK 
FOR THE MONTH OF 


Production 
tons 
Amount Per Ton 
Stripping and clearing 
Drilling and blasting 
Breaking and loading 
Power shovel operation . 
Haulage trucks operation 
Quarry power plant operation 
Superintendence 
Insurance 
Taxes and rentals 
Road maintenance 
Boat operating (including depreciation of $ 
Depletion 
Depreciation 


ST psiniamnniok 


Deduci— 
Spalls sold (at selling prices) .. 
Spalls transferred to Fertilizer 
Mill (at average cost of 
production) 


Cost of production carried to 
Statement of Profit and Loss 
(Exhibit A) 


Exhibit 0 


LIMESTONE QUARRIES LIMITED 
STATEMENT OF FERTILIZER OPERATIONS 
FOR THE MONTH OF 


Freight, cartage, handling, etc. 


Net sales 
Deduct— 
Cost of Sales: 
Inventory of fertilizer—at beginning 
Cost of Production: 

Spalls used — transferred 
from Cost of Production 
—Limerock 

Mill operating 

Mill maintenance 

Supertendence 

Insurance 

Depreciation 


JANUARY 1946. 











THE CANADIAN CHARTERED ACCOUNTANT 


Deduct— 
Inventory of fertilizer— 
Ee aesesSuwdeceses% — — 


Profit for the month carried to 
Statement of Profit and Loss 
SL HD cnc vdebseeu nek woken -- 


Book Reviews 


Airport Accounts. By Joseph M. Cunningham, C.P.A. 
28 pages. $1.25. Published by Municipal Finance Officers 
Association, 1313 East Sixtieth Street, Chicago 37, IIL, 
U.S.A. Reviewed by the editor. 

This is a compact booklet giving a complete and care- 
fully worked out system of accounts for both large and 
small airports, with each account title explained in full. 
The material is equally useful to operators of municipal 
or privately owned airports. The author is first deputy 
comptroller of New York city, and in preparation of the 
booklet had the benefit of an advisory committee composed 
of fifteen men representative of airport and allied activi- 
ties throughout the United States. 
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